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ATTENTION—BUSINESS EXECUTIVE 
Here is an unusual opportunity to purchase a 


srowing corporation, manufacturing patented 
packaging machinery for the Food, Cosmetic and 
Chemical industries. Established 17 years. Aver- 
age returns in form of salaries and profits to 
4 stockholders, $25,000 per year for the past 
6 years. Sound reason for selling. Possibilities 
for increased profits unlimited. Price $100,000. 
One-half cash. Investigation and records will 
support statements made. Address Box 101, 
Magazine of Wall Street. 











What 12 STOCKS 
Do Experts Favor 


at CURRENT LEVELS? 


sprciAL UNITED OPIN- 
ION report, just prepared, 
lists the 12 issues most recom- 


mended by leading financial au- 
thorities at current levels. This list 
is obtainable trom no other source. 
Experience has shown that 
stocks recommended by three 
or more financial experts 
almost always have better 
than average appreciation. 
You may have an 
copy of this valuable 
report without obligation. 


Send for Bulletin MW -91 FREE! 
UNITED BUSINESS SERVICE 


210 Newbury St ~ r Boston, Mass. 


introductory 
12-stock 











COLUMBIA 
CSsimf GAS & ELECTRIC 
CORPORATION 


The Board of Directors has 
declared this day the following dividends: 





Cumulative 6% Preferred Stock, Series A 
No. 54, quarterly, $1.50 per share 
Cumulative Preferred Stock, 5 Series 
No. 44, quarterly, $1.25 per share 
5% Cumulative Preference Stock 
No. 33, quarterly, $1.25 per share 
Common Stock 
No. 36, 20¢ per share 
payable on May 15, 1940, to holders of 
record at close of business April 20, 1940 

HowLanpb H. Pe ct, Jr. 
Secretary 


April 4, 1940 














LOEW’S INCORPORATED 
**THEATRES EVERYWHERE" 
April 6th, 1940 
HE Board of Directors on April 4th. 1940. 
declared a quarterly dividend of $1.62!4 
per share on the outstanding $6.50 Cumula- 
tive t referred Stock of this Company. pay 
able on the 15th day of May, 1940 to stock 
holders of record at the close of business on 
the 30th day of April, 1940. Checks will be 
mailed. 
DAVID BERNSTEIN 
Vice-President & Treasurer 








CONTINENTALCANCOMPANY. lac. 
The second quarter Interim 

dividend of fifty cents (50¢) 

per share on the common stock 

of this Company has been de- 

clared payable May 15. 1940, to 
stockholders of record at the 

close of business April 25. 1940. Books will 
Rot close. J.B. JEFFRESS., JR.. Treasurer. 
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UNDER TODAY’S CONDITIONS 


At a time when new, profitable opportunities are becom- 
ing increasingly available—while significant develop- 
ments are taking place on all fronts—European and do- 






mestic, the sound, pointed guidance of The Magazine of v 

Wall Street proves itself invaluable to investors. =e 

divi 

Each fortnightly issue interprets today’s lightning changes whi 

in business, industry, politics and foreign affairs . . . pro- ee 

vides you with forecasts of market trends and securities .. . : 

the latest facts on earnings, profits and dividends . . . de- the 

tailed analyses of leading industries and companies. . . _ 

plus specific recommendations of securities offering the po 

greatest opportunities for income and appreciation. cun 

celyv 

As a regular subscriber you may request opinions, by wire ut 

or mail, on up to three listed stocks or bonds at a time... . a 

and in return receive—without charge—the wr’ 

ZJ:MAGALINE |, impartial advices of our analysts in the form ted 

WALL STREET of a personally-dictated reply fitted to your aa 
\ Sor | individual needs and objectives. 

N BAT mae ' 


----- \ eines —Subscribe Today!-———————-—-—— 


THE MAGAZINE OF WALL STREET, 90 Broad St., New York 


C1 Enclosed find my remittance of $7.50 for which enter my subscription to The 
v Magazine of Wall Street for one year—including your 1940 MANUAL OF 
Sa ESSENTIAL STATISTICS—and Continuous Inquiry Privileges for one 


year. Bill me. 
Service of The Magazine fe. “Coe ae 


of Wall Street includes TI enclose $12.50 for a two-year subscription (52 issues), including all the above 
The Business Analyst, Wash- irivilegve mM Bi > 

ington Developments. As the privileges. [ Bill me. 
Trader Sees the Market, In- 

dustrial News, Comment and 

Articles, Foreign News, Money Name 
and Credit, A. T. Miller’s Fort- . 
nightly comment on _ security 

Trends, Latest Bond Bulletins, 
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Proferred But Frucndloss 


WuEN does a stockholder need a 
friend? Most pressingly when he 
holds a preferred issue on which 
dividends are regularly omitted 
while the company is managed for 
the benefit of the common stock- 
holders or the bondholders. The 
company may have a strong work- 
ing capital position, may be earning 
the preferred dividends in full, yet 
he must sit by and see funds plowed 
into efforts to build up future earn- 
ing power which will mean common 
dividends. Because the issue is 
cumulative, he will eventually re- 
ceive the payments due him; but 
meanwhile the money is being bor- 
rowed without his permission, with- 
out interest, and devoted to pur- 
poses in which his chances of profit 
are strictly limited. 

A good many preferreds are allot- 
ted some voting power when a 


stated number of dividends are in 
arrears. This is certainly a mini- 
mum of reasonable protection. It 
should be arranged so that the senior 
stock may elect one or more direc- 
tors—not the mere right to one 
vote per share with the probability 
that it will be lost among a much 
larger number of common. stock 
votes. 

The Stock Exchange is crystalliz- 
ing opinions it has long held on this 
matter. Of course it can do little in 
regard to the preferred issues al- 
ready listed, but it can and prob- 
ably will crack down on new stocks 
applying for trading privileges. 

As things stand the bondholder 
has very definite rights and the 
means of enforcing their observance. 
The common stockholder has con- 
trol of the management. Preferred 
stockholders, unless they are fortu- 


nate in the provisions of the issue, 
have the right to wait for their divi- 
dends until all other interests are sat- 
isfied a payment is wise. Either that 
or see the accumulations pile up un- 
til the company feels it best to re- 
organize and give them common 
stock for their back dividends. 

It pays to learn how you are pro- 
tected on this contingency before 
you buy a medium grade or better 
preferred stock. Like fire insur- 
ance, the subject is unimportant un- 
less ————-. Also check to see that 
rights of the holders including prior- 
ity of the issue can not be voted 
away in a reorganization by less 
than a two-thirds majority. 

Another thing—give the New 
York Stock Exchange credit for 
working along at a very practical 
matter of improvement without 
prodding from anyone. 
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IN THE NEXT ISSUE 


x * * 


What Current Security Prices Reveal 


By A. T. Minier 


Which Way for Business Now? 


By Joun D. C. Wetpon 


Eight Stocks Favored in New Market Phase 


By Tue Macazine or WALL Street Starr 
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Wide World Photo 


Bergen, Norway, only 300 miles as the bomber flies from 
Scapa Flow. This port and manufacturing center is the 
terminus of a vital railroad line running west from Stockholm 
through Oslo. Timber and iron regions lie farther north. 
Drawing this territory into the war zone has direct effects on 


U. S. trade and prices, as brought out in the article on page 10. 
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BUSINESS ITSELF 


Questions of the Day 


Does the new break in quotations for steel sheets 
mean broad price trouble ahead for the industry? 

Any price cuts represent trouble for the steel makers. 
particularly if they are to be dissuaded from raising 
schedules when demand becomes very active. The au- 
tomobile industry is aparently too strong for the inde- 
pendents in the steel business and the leader will not 
stand by and see shading go on while it carries the ban 
ner for steady prices. Each time in the last two years 
Detroit has puc real pressure on its suppliers the result 
has been a wave of cuts. What it means is that a tre- 
mendous volume of business is booked within a few 
weeks, then prices are restored and everyone seems 
happy again. But when prices are moved back to nor- 
mal the automobile makers have filled their require- 
ments for months ahead and can afford to smile at the 
new schedules. The whole process is familiar and for 
that reason not as demoralizing as tt might otherwise be. 
In fact. there is nothing as yet to indicate that prices will 
he under attack on a broad front or that the cuts will 
reach the increasingly important export field. 


Would increasing willingness of Congress to 
spend for national defense—understandable in view 
of European developments—further stimulate busi- 
ness this year? 

Authorizing this type of spending is one thing, the 
actual disbursements another. The big sums are sure 
to be earmarked for ships and if there is a vard in the 


country capable of materially speeding its production 
the Navy and the Maritime Commission haven't heard 
of it. These programs are decidedly long range affairs. 
Mechanizing and motorizing the Army will mean 
some orders, but the amounts involved are not impor- 
tant as potential business stimulants. Of all the ways 
of spending Government money tried in the last few 
years. this seems to be the one that offers real difficul- 
ties in getting rid of it. With no sharp pickup in out- 
lavs for defense this year there will be no new  bor- 
rowing for this purpose and the effect on business will 
be no more than psychological. if that. 


Is foreign policy likely to be a major political 
campaign issue, and if so, how will the lines be 
drawn? 

The answer is a fairly emphatic ves to the first half 
of this question, but not so clear as to the second. As- 
suming that the Democratic nominee will carry on the 
Roosevelt viewpoint, he will be an advocate of preju- 
diced neutrality; he will favor throwing the moral and 
economic weight of the United States firmly in the 
right direction. Such a stand, in view of the widespread 
aversion to another war. will practically compel him to 
renounce any intention of an active military part in it. 
And if there is to be an issue. his opponent must lean 
one way or the other from that stand—either toward 
the interventionist or the isolationist side. Any willing- 
ness to go further in aiding the democracies of Europe 
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would seem to the people of this country as they now 
feel too obvious a preliminary to loading the transports. 
Such a policy would defeat Abraham Lincoln if he were 
to run this fall. So it seems that the Republicans are 


left little choice except to softpedal the issue or to con- 
demn all lapses from the neutrality laws already in 
force. Memories may be revived by Wilson’s—“He kept 
us out of war’—and of subsequent events. 





The Trend 


THE NORTHERN FRONT ... The outcome of the strug- 
gle for domination of Norway can not fail to be of de- 
cisive importance. If the British win promptly they can 
count on: reduction of the remaining German sea power 
to impotence; establishment of air bases within close 
striking distance of Germany; a much more effective 
blockade, including control of the Swedish iron ore 
movement; continued neutrality of Italy and Russia; 
stiffening resistance against the threat of Nazi aggression 
by the smaller neutrals in the Balkans and elsewhere. 

But if the Germans win there are these very unplea- 
sant implications for us to contemplate: a big hole in 
the Allied blockade; establishment of German air and 
submarine bases nearer vital parts of England; crumb- 
ling morale in the Balkans; probability that Italy will 
jump into the war on the side of Germany; a further 
shift of Russian policy toward “cooperation” with Hitler; 
still bolder expansionist moves by Japan. 

At this writing the conclusive decision at arms is yet 
to be made. The Germans still retain the initiative. 
Despite British naval superiority, neutral reports agree 
that the Germans are managing gradually to augment 
their forces in Norway, and those forces day by day are 
extending the areas under Nazi control. Meanwhile, 
Britain is “making haste slowly,” whether because of 
conviction that she can ultimately win the Battle of Nor- 
way by naval strategy or because of realization of the 
great risk that will attend any effort to land an effec- 
tive British expeditionary force in Norwegian ports 
which are strongly held by the Germans. Possession is 
nine points of success in war as in law; and shore bat- 
teries represent rather heavy odds against both attack- 
ing ships and landing parties. 

The British do not have unlimited time. If they can 
not soon dislodge the relatively small Nazi forces in Nor- 
way, events elsewhere may also move—and move rapidly 
—against the Allies. Despite stirrings along the Western 
front, imminent attack by the Germans there seems im- 
probable. More likely is a thrust in the Balkans. What 
will Mussolini do? He will probably join the side that he 
believes most likely to win the war and, to have any 
claim to a share in the spoils, he will have to make the 
decision before the outcome is a foregone conclusion. A 
few weeks—or even days—of Allied frustration on the 
new Scandinavian front may be decisive with respect to 
Italian and Russian decisions. A belated British victory 
in Norway would be small consolation if meanwhile Italy 
should add her weight to the Nazi cause. The Allies 
have let seven months go by without making a deal with 


of Events 


Mussolini. The more desperate their situation becomes, 
the higher his price would be. Perhaps it is already im- 
possibly high. 


POTENT WORDS... A slogan with a simple, direct 
punch is worth millions of votes in a Presidential cam- 
paign. “Tippecanoe and Tyler Too” was a winner in 
1840; “54-40 Or Fight” elected Polk four years later. 
But when Fremont grew a little too involved with “Free 
Soil, Free Men, Free Speech and Fremont” he made a 
poor race of it. 

It is regrettable that the candidate and the issues 
should share attention with a catch phrase, yet if a man 
wants to put a noble program into effect he must first 
be elected. The Republicans were early discoverers of 
the stomach short-cut to a voter’s heart, ran the cycle 
from McKinley’s “Ful) Dinner Pail’ to Hoover's 
“Chicken In Every Pot and Two Cars In Every Garage.” 
Perhaps a history of American mass desires will be writ- 
ten from these slogans some day. “Sixty Acres and a 
Mule.” “Back To Normalcy.” “Peace At Any Price.” 
(That one was used eighty years ago.) The New Deal 
made a strong case with its own name and with its 
“Forgotten Man.” These were more subtle appeals than 
some of the old timers, but effective. When you say them 
you know what they mean, and if you are one of the 
“ill-fed and ill-housed” you see what you have to gain 
by voting the right way. 

Of course the disadvantage of all these phrases is 
that they have no exclusiveness; they are sure to bring 
in the roughneck vote along with the intelligent. Dr. 
Glenn Frank’s choice of the Republican slogan seems a 
distinct improvement in this respect. The rallying cry 
is to be “The Crusade Magnificent.” The strength of 
its appeal among school teachers, literary societies and 
people who always vote Republican anyway is hardly 
to be questioned. The Republicans need a better slogan 
than this—and also a candidate of real ability. 


COSTS OF WAR... Inevitably intensification of the 
war will directly increase its already onerous cost to the 
people of the belligerent countries and indirectly increase 
the armament costs of most neutral nations. 

From a long range viewpoint it is immaterial whether 
the belligerent governments finance these vastly swollen 
costs by taxation, by borrowing the savings of their peo- 
ple, by inflation or by a combination of all three methods. 
In any event the process expresses itself in the diversion 
to non-economic purposes of a large percentage of the 
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people’s production and, therefore, in a radical lowering 
of their standard of living. 

If a nation be considered as an entity, war costs are 
not necessarily permanent or ruinous—as the history of 
the World War proved. Defeated Germany repudiated 
her debts by printing press inflation and was left with 
physical production facilities largely intact. The devas- 
tated regions of France were restored within a few years 
to greater productivity than before. In both France and 
England living standards resumed their secular rise. 

The effects upon a nation as an entity, however, are 
not the same thing as the effects within the diverse com- 
munity of individuals who make up a nation. Especially 
within a democracy war threatens to leave some perma- 
nent residue of increased power in the hands of govern- 
ment and in that respect involves some 
loss of freedom for the community of 
individuals. Moreover, war taxes never 
return to the level of pre-war taxes. 
To the extent that enlarged govern- 
mental demands are financed either by 
higher taxes or inflation or some of 
both, the tendency is toward a “prole- 
tarianization” of the upper and middle 
economic classes—a leveling down. 

We have in this country both a high- 
er living standard and more personal 
freedom than exist anywhere else on 
this troubled earth. Unless and until 
we are faced with an actual threat to 
the very existence of the United States, 
we should cling stubbornly to these 
blessings and not gamble them in a 
war which, whatever our valid sympathies, cannot be 
construed as our primary responsibility—at least not yet. 





LOCATING INVENTORIES ... It is no secret that the 
inventory situation has been a fairly important factor in 
the declining trend of business since the turn of the 
year. Yet some types of inventories—visible copper 
stocks for example—have declined rather than increased. 
The question is worth looking into. 

In the broadest sense of the word, the inventories of 
industry and commerce are all-inclusive—raw materials, 
goods in process and finished goods of primary pro- 
ducers, intermediate processors, finished goods manufac- 
turers, wholesalers and retailers. In periods of so-called 
inventory inflation these overall inventories do not, in 
fact, expand appreciably; in terms of dollars they in- 
crease only by an amount (relatively small) equal to 
the excess of output of primary producers over the pur- 
chases of ultimate consumers plus value added by pro- 
cessors, manufacturers and distributors. 

What does occur, though, is an extensive shift in in- 
ventories out of the hands of primary producers and 
into the hands of those next in line—processors, manu- 
facturers and distributors. The movement is away from 
the genesis of production and closer to the exodus of 
consumption, short of which, however, goods tend to 








pile up since consumption, remaining on a relatively 
even keel, does not absorb the product as rapidly as it 
is being passed up the line. 

Thus, when we speak of inflated or rising inventories, 
we are really referring to only a special kind of inven- 
tories—the raw material inventories of processors and 
manufacturers and, to a lesser extent, the goods on dis- 
tributors’ shelves. Finished product inventories (ex- 
cept those of manufacturers who produce for stock and 
those in retailers’ hands), whether they be refined cop- 
per held by smelters, copper wire in the hands of fabri- 
cators or motors held by electrical manufacturers, tend 
to decline. The net result is a maldistribution of inven- 
tories rather than any large overall increase. 

It is precisely this that occurred last fall and, on a far 
smaller scale, in the first few days 
following the spread of war to Scan- 
dinavia. 


JAPAN AND THE INDIES .. . For 
several years Japan has gone to un- 
usual lengths to preserve secrecy on 
her naval building operations and this 
has naturally led to frequent fits of 
nerves among other nations which feel 
themselves affected. When _ talk 
spreads of several new battleships 
larger than any in other navies ready 
to come off the ways. the United 
States, Great Britain and even the 
Netherlands feel tingles of panic. 

Particularly the Netherlands, _ it 
might be said, because that is the coun- 
try with the most to lose in relation to its ability to pro- 
tect itself. The Netherlands Indies are rich in the things 
Japan wants—oil as number one—and the mother coun- 
try has no claims to military power. Her navy is effi- 
cient and her air force modern, but they are inconsider- 
able in size. What, ask the parior strategists, is to pre- 
vent Japan from filching such a morsel as the Indies 
while Europe is tied up in its own war? 

For one thing, the assignment would not be as easy 
as it looks on paper. A 2,000-mile line of communica- 
tions is a terrific handicap to a naval expedition and 
Japan could hardly prepare close bases in a short time. 
Great Britain’s naval and air strength at Singapore is 
not to be ignored. Nor is the fact that Japan has China 
actively and Russia passively on its hands, draining the 
country of its physical and moral resources. Another 
war would be attractive only if it promised very quick 
success. And even if a blow at the East Indies were en- 
tirely successful in a military sense, it would mean an- 
other of those unproductive victories which have been 
taking the enjoyment out of the China raid. For the Jap- 
anese know that every oil well they captured would have 
been efficiently dynamited just before their arrival; 
and technical experts believe that their bungling efforts 
to repair the wells would stretch out over at least 
eighteen months. This is one case where it is cheaper 
to buy than to grab. 
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Market at Grips With War 


Despite disturbing news the market's performance remains 


encouraging. Having advised selective purchases a fortnight 


ago up to half of available capital funds, we stand pat for the 


present and advise reservation of remaining buying power. 


Sr A. T 


O.: of a more or less clear sky the market was called 
on last week to absorb the shock of the German invasion 
of Denmark and Norway, plus a totally unexpected 
outbreak of price cutting in the steel industry. On top 
of this comes the news that the British Government has 
commandeered an additional list of 117 securities for 
gradual liquidation in this market—a not unexpected 
move but one which again reminds investors and specu- 
lators of the existence of an obstacle with which any 
advance must contend. 

Considering the circumstances, the market’s perfor- 
mance has been relatively encouraging. The net decline 
in our daily average of 40 representative industrials to 
date has been less than 11% points. On this decline the 
volume of transactions has dwindled sharply. The favor- 
able prior technical indications—consisting of rise above 
the February-March highs on greatly increased volume 
—have not yet been cancelled. 

Quite apart from higher prices for such “special situa- 
tion” groups as the papers, aircrafts, air lines, meat 
packers and shipping issues—all of these, excepting the 
air transport stocks, being able to make speculative capi- 
tal out of the spread of the war to Scandinavia—the 
market is not devoid of numerous strong spots. For in- 
stance, with the war uncertainty at its height, the past 
three trading sessions have seen new highs recorded by 
such non-war babies as Proctor & Gamble, Endicott 
Johnson, Reynolds Tobacco B, Walgreen, Thompson 
Products, Houdaille Hershey, American Tobacco, Tim- 
ken Detroit Axle, Beatrice Creamery, Brown Shoe. In- 
ternational Salt. Monsanto Chemical, and Amevican 
Smelting. Nothing like a general liquidating urge is 
evident; and the lure of good earnings and yields remains 
a powerful supporting factor. 

Yet it can not be denied that the Scandinavian crisis 
has introduced a much increased complexity into the 
market outlook so far as the general trend of the aver- 
ages is concerned . The nervous gyrations of the indus- 
trial average-—first advance and then decline—on April 
9, the day that the news of the German move broke, and 
the subsequent waning of activity reflect plainly the in- 
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ability of investors and traders to arrive at any convic- 
tion as to the ultimate economic and military significance 
of this new phase of the war. Speculative commodity 
markets, despite a moderate net advance made almost 
entirely in one session, appear equally uncertain. 

As outlined both in a special article immediately fol- 
lowing this analysis and in our leading editorial on page 
6, there are many big “ifs” in the situation created by 
the new shift of events abroad. We shall strive here to 
look at the picture only in broad perspective. Will the 
outcome in Norway, whichever side wins, mean early 
termination of the war? In our view, it will not. If the war 
continues on an intensified scale, will that mean larger 
export demand for materials and supplies from this 
country? In our opinion, it necessarily will—however 
selective such demand may be and however far short it 
may fall of duplicating the relative weight of the export 
movement of World War days. 

On the other hand, the possibility of additional psy- 
chological shocks must be allowed for. Intensified war 
has inflationary implications for the market—but any 
major German victory or any development which sub- 
stantially increases the risk of Allied defeat (for example, 
the possible entrance of Italy into the war on the Nazi 
side) would necessarily have unsettling consequences, 
including its reaction on our domestic political situa- 
tion and increased fears of ultimate direct involvement 
of the United States. 

A fortnight ago, in recommending selective purchases 
to the extent of half of available funds, we reasoned that 
the prevailing uncertainties justified a compremise pol- 
icy. That is no less so today as we await some clarifica- 
tion of the momentous issues raised by Hitler’s venture 
in Scandinavia. Hence we are inclined for the present 
to stand pat and to advise that remaining purchasing 
power be reserved. As usual in a situation of major un- 
certainty, short term trading technique presents a prob- 
lem considerably simpler than investment policy. While 
giving the market the benefit of the doubt, stop-loss 
protection just under the March lows will be relatively 
cheap insurance against “accidents” of any and all kinds. 
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What the market will most need in coming weeks is 
the support of rising domestic business activity, with 
all that implies for corporate earning power. ‘The im- 
mediate effect of intensified warfare has apparently been 
to induce some moderate increase in industrial and com- 
mercial forward buying—but, even before Germany’s 
designs on Scandinavia came into the open, confidential 
reports reaching this publication, showed a very sub- 
stantial rebound in new orders, most pronounced in the 
field of consumption goods, where retailer inventories 
are relatively low in relation to prevailing trade, but 
also evident in lesser degree in capital goods as well. 

Our adjusted business index, which has not yet had 
time to reflect either the improvement in new orders or 


the sensational European developments, declined only 
three-tenths of a point for the latest week and has sagged 
by only | point in four weeks. Its action tentatively 
suggests a flattening out of the recession. preliminary 
to a more favorable trend in the not distant future. 

In numerous instances first quarter earnings, soon lo 
appear in rapidly increasing number, will make excellent 
reading; and heads of many prominent companies have 
recently gone on record at stockholder meetings with 
exceptionally optimistic observations regarding both 
backlogs and second quarter sales and profit prospecis. 
In short, foreign alarms permitting, the business trend 
is probably more likely to aid the market during coming 
weeks than to harm it. —Monday, April 15. 
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Nazi soldiers invading Denmark. 


The Real War Begins 


Potential and Contingent Economic Effects 


of the Spread of Hostilities to Scandinavia 


1 
U NTIL it becomes clear which of 
the European powers or combina- 
tion of powers is finally to control 
Scandinavia, the ultimate effects 
of the extension of hostilities to that area can be no more 
than conjectured. For the time being, however, at least 
one assumption seems reasonably safe: that neither 
Germany nor the Allies can afford to see the other en- 
trenched in Scandinavia and, for that reason, the penin- 
sula and the waters around it seem likely to continue 
as a major theater of war. 

The possible political and economic consequences of 
the war’s latest turn defy analysis. To mention but a 
few, they may conceivably include the embroilment of 
the Balkans and the low countries, the rapid stepping 
up of defense appropriations in this country and the 
enhancement of third term prospects, the stimulation of 
an inflationary movement of world commodity prices. 
In these matters only a “wait and see” attitude can be 
adopted. 

As to the more direct and immediate effects, however, 
though they may be altered overnight by utterly unpre- 
dictable contingencies, at least tentative observations 
are possible. Take, for example, the matter of shipping. 


10 


BY H. M. TREMAINE 


The day after the Germans in- 
vaded Denmark and Norway, the 
President proclaimed an extension 
of the combat area which, under 
the Neutrality Act, American vessels are forbidden to 
enter. Formerly this zone included the Baltic and North 
Sea and the waters of the Atlantic surrounding Britain 
and western France, leaving access to Bergen on the 
western coast of Norway not far from the country’s 
southern tip. Now, however, it has been extended far 
north to Spitzbergen, thence cutting back to a point 
east of Murmansk and the White Sea. Thus, American 
shipping is barred not only from Norway but from Fin- 
land and, to all intents and purposes, from western Russia 
as well. In a word, the sea routes to the whole of north- 
ern Europe are now closed as far as U. S. shipping is 
concerned. 

That is no death blow to American ship operators but 
merely an inconvenience and, in the end, perhaps an 
advantage. We have already seen how readily the 83 
vessels thrown out of operation with the establishment 
of the original zone were returned to service elsewhere 
in the world either through diversion to new routes or 
through sale or charter to foreign operators. That will 
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no doubt happen again and, of course, far fewer ships 
are affected this time. Moreover, to the extent that 
Norway’s 6,000,000-ton merchant marine is immobilized, 
shipping rates and per ton ship values will soar beyond 
recent high levels. It is through sale of much of its 
present outdated tonnage at war-inflated prices that 
American shipping has most to gain from the war. 

As noted at the outset, the effects of the Scandinavian 
invasion on American trade will be determined largely 
by which of the warring forces comes out on top in that 
area. Should the Allies gain control, our essential imports 
should not be seriously curtailed. To the extent that 
exports in recent months have consisted of goods for 
transshipment to Germany, some contraction is probable, 
but this was to have been expected in any case with the 


the steel makers may gain through this situation for it 
may easily prove to be more economical to convert ore 
to ingots and finished products here rather than to ship 
it in the raw or semi-finished state abroad. 

It is not unlikely that Britain will be a larger buyer 
of Canadian and American carbide (for acetylene and 
many industrial chemicals) since it had previously been 
purchasing its supplies from Norway. The latter nation 
is also a producer of molybdenum, but in minor quanti- 
ties and chiefly for shipment to Germany. The flurry in 
copper and other non-ferrous metal prices that occurred 
with news of the Norwegian campaign reflected chiefly 
the possibility of an increased tempo of war in general 
rather than its specific implications with respect to 
Scandinavia. This area does produce some copper but 





tightening of the British blockade 
and the rationing of imports to 
neutrals capable of supplying Ger- 
many. On the other hand, should 
the Reich continue to hold sway, 
our Seandinavian trade, and pos- 
sibly our entire northern European 
trade, may approach the vanishing 
point both as regards exports and 
imports. 

In 1939, U. S. exports to Nor- 
way, Sweden, Finland and Den- 
mark were $166,000,000 or slightly 
more than 5 per cent of our 
total export trade. Principal items 
shipped were non-agricultural ma- 
chinery, automobiles and parts, oil 
and refined products, raw cotton, 
copper and iron and steel. 





War has flared on a new front in 
Europe and its repercussions will be 
felt in this country and throughout 
the world. Precisely what those re- 
percussions will be it is impossible to 
determine as yet. If the northern 
campaign is merely a prelude to a 
major thrust elsewhere—westward 
against France or the low countries, 
or eastward toward the Balkans— 
nothing that has occurred thus far 
will be important by comparison. 
These matters, however, must be left 
to the future. Meanwhile, some of 
the more immediate potential effects 
of the Scandinavian invasion are dis- 


almost all of it goes to the Reich. 

Domestic dairy companies may 
stand to gain from Denmark’s fefl 
to Germany since Britain had been 
obtaining large amounts of butter 
and related products from the 
Danes. However, other sources are 
still open to England and it is not 
yet clear to what extent she may 
now come to rely on this country. 

Such, in brief, are some of the 
potential immediate and direct ef- 
fects of Hitler’s Drang nach Norden. 
Their materialization will rest on 
factors and forces yet to develop. 
In actuality, they may prove of 
minor importance; on the other 
hand, the repercussions of war in 
earnest, especially if Denmark and 


Our imports from Scandinavia 
and Finland last year were far less 
than our exports, and of these 


cussed here. 


Norway subsequently turn out to 
have been merely the first of a 
string of giant firecrackers, may 





wood pulp for paper and rayon 
was easily the biggest item though 
newsprint was also important. North America has ample 
pulp supplies for its own needs, especially since the con- 
struction in recent years of numerous southern pulp 
mills, but rayon and paper makers may nonetheless see 
something of a raw material price rise if England, France, 
Japan and Italy, also major buyers of Scandinavian 
pulp, must now come to this country and Canada for 
their needs. 

It is in the latter way rather than through curtail- 
ment of direct trade with the Norse countries that indus- 
try here is most likely to be affected by the war’s spread. 
Thus, since Sweden has been one of the world’s largest 
exporters of matches, much of this business may now 
come to United States match producers though they 
will have to compete for it with both Russia and Japan. 
Inquiries are understood to have been coming in from 
South America. 

Again, Japan has been a major taker of Swedish tex- 
tile machinery, ores and high grade steels, but may be 
forced to buy here in the future. And not all of Swedish 
iron ore exports had been going to Germany and Japan. 
England was an important buyer and, if the Reich is to 
remain in the saddle in Norway and/or Sweden, the 
British will have to look elsewhere for supplies—probably 
to the United States. It is not unlikely, moreover, that 
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sasily transcend anything contem- 
plated thus far. 

Entirely apart from actual foreign trade developments, 
the intensification of Europe’s war has stirred American 
business activity. Screaming headlines of the German 
invasion were at once accompanied by renewed forward 
buying by industry in a manner reminiscent of last fall 
though on a much smaller scale. It is doubtful, inci- 
dentally, if the excesses of a few months ago will be 
repeated at this time since inventories, though probably 
no longer in an upward trend when the latest bombshell 
burst over Europe, were certainly ample for immediate 
needs. Such revival of buying as has occurred, however, 
may prove sufficient to turn the tide of business here. 
Indeed, there were indications that such a turn was close 
at hand even before the war flared anew. 

It is possible that some acceleration of foreign liquida- 
tion of American securities may result from the latest 
turn of events abroad, but an increased influx of fright- 
ened capital is an equally plausible possibility. In any 
event, reflection of Europe’s and the world’s woes in our 
security markets seems likely, for the time being at least, 
to be on a rather selective basis; the broader financial 
implications cannot become clear until the military 
effectiveness of the Germans’ campaign and the Allies’ 
reply has been established. 

How soon that will be cannot be foretold. 
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1939 — 


= clairvoyant who 
could see ahead a year 
into the future of com- 
modity prices would 
have a very revealing 
package of information. 
From the level of indus- 
trial raw materials he 
would know the state of 
inventories and the gen- 
eral trend of business to come. He would probably be 
able to deduce stock market action, certainly the cost of 
living, wage rates, and farm prosperity as compared to 
that of the rest of the country. As an offhand demon- 
stration, he could tell us what would happen to the war 
during 1940 and how much ground there would be for 
these present fears of inflation throughout the world. 

Without asking all that of the crystal ball, many are 
wondering whether a distinct vital point in the com- 
modity picture has not arrived—a point at which even 
those not ordinarily concerned must take stock. Prices 
are lower today than they were six months back. Yet 
the war impulse is still credited with supporting a trend 
toward the doublings and triplings of twenty-five years 
ago, and there is wide speculation in many markets based 
on exactly such hopes. 

In the last war wheat climbed from 82 cents to $2.98 a 
bushel, rubber almost to $1, cotton to 35 cents and cop- 
per just above there. Lard jumped in two years from less 
than 8 cents to almost 27, crude oil from 40 cents a barrel 
in 1915 to $2 in 1917. Steel scrap sold at $8.50 a ton four 
months after the start of the war and at $36.50 in 1917. 


WAR, DROUGHT AND THE 
BREAK IN STERLING— 
BRINGING THE FUTURE 
OF COMMODITY PRICES 
INTO THE FRONT RANK 
OF CURRENT QUESTIONS 


1940 —— 


The temptation to turn to precedent from the last 
war for clues to what might happen in this one cannot 
and probably should not be entirely avoided. At least 
it affords a starting point. Having the maximum possi- 
bilities clear, one can subtract for the enlarged sources 
of supply, for the broader forms of price control exercised 
by most governments, the restraints on speculation, the 
failure so far of the new model war to consume materials 
at the projected pace. 

Of the many points of difference apparent today, one 
of the most striking has been high-lighted in the last 
few weeks. Sterling rose sharply in 1914 as Great Britain 
pulled funds back from the United States and other 
debtor nations. When the English came to spend their 
money on American commodities and products they 
could afford to pay considerably higher prices in dol- 
lars and yet use fewer pounds for a given quantity 
of goods. 

Exactly the reverse has happened this time. Imme- 
diately on the outbreak of war sterling began to fall 
from its rate of 4.68 dollars to the pound, and with barely 
a rally on the way down dipped below $3.80 before a 
partial recovery set in. With the French franc tied to 
the British currency, the Allies were in the position of 
encountering an automatic price rise on all the goods 
they bought from the United States. ~ 

An “official rate” was decreed in London at just above 
$4 (now $4.021%4-03%) at which all transactions be- 
tween pounds and dollars not otherwise exempted must 
be made. The real price for sterling, however, was set in 
New York, and it continued at varying discounts below 
the London rate. 
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Which Way 
for 


Commodity Prices? 


BY JOHN LLOYD 


The English were in the position of selling at a dis- 
count and buying at a premium. Their customers could 
purchase sterling in New York or elsewhere at the open 
market price with which to pay for goods. Theoretically 
it gave England a fine advantage in competing for for- 
eign markets, since her depreciated currency was a 
direct price concession. Its disadvantages, though, 
were even more serious so long as she continued to 
need more goods from outside the sterling bloc than she 
could sell. 

On March 9th Great Britain announced new restric- 
tions on the use of sterling. Exporters from the British 
and French Empires, excluding Canada, Newfoundland 
and Hongkong, were to receive payment only in specified 
Ways on a list of important raw materials. Rubber, tin, 
jute and its products, whisky and furs could no longer 
be sold for sterling purchased abroad in the free markets. 
They must be paid for either in sterling purchased at 
the official rate or in United States dollars, Swiss francs, 
Belgian frances, Dutch guilders or Dutch East Indies 
guilders. 

The announcemsnt again broke the New York market 
for sterling. This time it went well below its former sup- 
port levels primarily because of the blow to future 
demand. If importers could not pay for the specified 
goods with currency purchased on the open market they 
would naturally stop buying sterling there—as they did. 





At $3.50 or less, the pound offers an opportunity to buy 
British goods at a discount of 13 per cent below the 
posted price, but the materials most needed in the United 
States are on the list of those which cannot be paid for 
in that way. 
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The blow to demand for open market sterling woula 
in any case have been great and would probably have 
caused a sharp dip in quotations. But since England 
has the power to extend the list of restricted commodi- 
ties at any time she considers it necessary, few buyers 
are found willing to load up on free pounds. The British 
problem of controlling prices to avoid penalizing her war 
effort has come close to killing the free sterling market 
in New York, although the volume of trade between 
the two countries is assurance that there will always be 
some demand for free sterling as long as anything can be 
purchased with it. 

Falling sterling is deflationary, under normal condi- 
tions, on commodity markets in this country. It tends 
to set a higher value on the dollar and a lower one on 
the material for which the dollar is exchanged. However, 
these times are far from normal. 

The rubber we buy from abroad must now be paid 
for in pounds bought at the official rate, or in dollars; 
it is no longer possible to take advantage of the exchange 
discount. On the other hand, materials we sell to 
England must be paid for with dollars provided by the 
authorities out of their store realized in many different 
ways. The effect of the current exchange situation on 
either transaction is to hold up the price rather than 
to allow it to drop. 

The situation is highly artificial and subject to changes 
on short notice, but as it stands, the depreciated pound 
is of but slight importance to the major commodity 
markets in this country. The principal raw materials 
we buy cannot be paid for with free sterling, and the 
British are using dollars acquired through security sales, 
gold shipments and in other ways to pay for their pur- 
chases from the United States. 

If Great Britain were threatening us with stiff compe- 
tition in selling cotton, wheat or tobacco to other coun- 
tries, the course of open market sterling would be a real 
cause of worry. Not only would its decline have hurt 
our chances of exporting competitive materials, it would 
undoubtedly have dragged domestic commodity prices 
lower. The competition that exists between the United 
States and England, however, is in manufactured articles, 
not in commodities. The British may find it easier to 
sell textiles in South America because of the cheapened 
pound, but it must be remembered that her factories 
and manpower have a bigger job on their hands at 
present. Every increase in sales to the outside world 
means either less material for use in the war—or it 
means a corresponding increase in purchases from some 
other country, which is logically the United States. 
There is no way of getting around the fact that a nation 
at totalitarian war finds it impossible to step up her net 
export balance. 

One direct effect of the war on demand for our com- 
modities has been to stop English purchases of tobacco 
for a short time at least. Although tobacco is one of 
our most important export crops, the price of this com- 
modity is not a factor in the industrial trend, nor does it 
affect more than a very small part of national buying 
power. If the same thing is to happen to cotton, though, 
the consequences will be more serious. We are already 
eliminated from our former wheat markets, and we 
should find our three leading export commodities cut 
off from certain areas by the blockade and refused mar- 
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Steel scrap prices are still reactionary, but many foreign cus- 
tomers will turn to the U. S. for this material if fighting persists. 





Courtesy Goodyear 


Rubber is one of the chief strategic materials, most dependent 
upon maintenance of regular shipping schedules. 
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Tobacco farmers have lost—perhaps only temporarily—their 
largest customer, as England uses her money in other ways. 
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Copper, which was one of the spectacular beneficiaries 
of the last war, is produced so widely today that Amer- 
ican mines must be considered simply as reserves for the 
world against an unlikely combination of circumstances 
which would bring back their former importance. 

The Bureau of Labor Statistics is issuing a new com- 
modity price index, broken down in interesting ways. 
Using August, 1939, as the base level at 100, the index 
of 28 basic commodities has been as high as 127 and is 
now back to around 115. That peak was set in late 
September, when the war was having its sharpest effect 
on both industry and commodity prices. At that time 
the commodities this country imports had risen to 134, 
while those coming under the classification of domestic 
reached only 123. Three months later the index made 
a secondary top at 125.5, but the import materials had 
gone by then to a new high at 135 while the domestic 
commodities were below 120. By December, also, raw 
industrial materials had risen to 130, against 120 for 
foodstuffs. 

As it stands in the eighth month of the war, the 
average price of the 28 basic materials has risen 15 per 
cent since the outbreak; import commodities have 
climbed over 18 per cent and those produced in this 
country just over 13 per cent; foodstuffs are up slightly 
more than the broad average and raw industrial materials 
a fraction of a point less. Aside from the fact that 
we are being charged a somewhat greater premium for 
the things we buy from abroad than for the products of 
our own resources, the situation would scem reasonably 
well balanced. And the gains since last summer appear 
to live up to predictions that the war would force a grad- 
ually rising price trend all over the world. 


Other Influences at Work 


The general price level, however, has been given help 
that has nothing to do with the war. One of the severest 
droughts on record has damaged the prospects for wheat 
and other crops, and cotton, in addition to an abnormally 
small crop, has been affected by both Government loans 
and export subsidies. Wheat at well over a dollar a 
bushel has been pushed up by reports of drought damage, 
with the war contributing only indirectly to the rise— 
by inducing a certain amount of speculation on the pos- 
sibility of a war-caused shortage, and by putting prices 
in other markets higher. If Canadian quotations had 
not gone up, domestic markets could hardly have risen 
without bringing foreign wheat in over the tariff. 

It can be seen from price action and the factors cur- 
rently controlling it that many of the predictions on the 
outlook for commodities made last September were wide 
of the mark. No sellers’ market has prevailed in any 
important raw material. While it is undoubtedly true 
that a prolonged war would change the situation in some 
respects, this development is sufficiently obscured in 
doubts of its occurrence to prevent any wild rush to load 
up on commodities. 

Yet the advances already registered have been sub- 
stantial enough to suggest that the underlying thought 
of growing demand and dwindling supply during war- 
time is still valid. Except for the United States and 
South America there is hardly (Please turn to page 61) 
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The “Good Old Days” Are Gone 
But Good New Days Are Coming 


BY JOHN D. 


Tx trouble with this country is that we don’t know 
how well off we are. We are scared of some of our major 
blessings. We are still psychologically shell-shocked 
from the beating we took between 1929 and 1932. We 
lack faith in our abilities and resources. We are timid 
and skeptical. Even when business is good-—as !t has 
been for some time—we give it a hard look, sure that 
it won't last. 

We have been unduly impressed by the defeatism and 
pessimism preached by all too many of our Government 
officials, economists and big business men. The politi- 
cians have taught us that everything prior to 1929 was 
100 per cent bad, that we are suffering from economic 
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Let us hasten to amplify these observations lest we, 
too, be accused of generalized over-statement. 

As a starter, we shall take a realistic look at our 
national income, which is the broadest measure of our 
economic productivity. While the New Dealers and 
many others continue to talk wistfully of the possibility 
of duplicating our 1929 national income at some vague 
time in the future, the significant fact is that we approx- 
imated our 1929 income in both 1936 and 1937, that we 
exceeded it in 1939 and that we have a good chance of 
exceeding it again this year. 

Of course, we are not talking of national income in 


terms of dollars. With the cost of living at one level, an 





senility, that private initiative cannot solve 
the problems of our “new economy,” that we 





must put our faith in government planning. 

Economists and leading business men have 
collaborated assiduously on the task of prov- 
ing to us that the New Deal is to blame for 
all of our problems, that the skyrocketing of 
taxes and labor costs have taken the profits 
out of the profit system and thereby killed 
any incentive for productive investment, 
and that we will never see daylight until we 
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take those backseat drivers at Washington 
off the neck of business. 

Well, the truth is that, on both sides, these 
disciples of defeatism have been dishing out 
generalized preconceptions largely—and in 
some respects wholly—at variance with the 
facts. 

Private initiative is functioning much 
more effectively than our government plan- 
ners imagine. On any adequate volume of 
business, efficient enterprises can and do come 
closer to matching the good earnings of the 
prosperous ’20’s than business men publicly 
admit. The capitalist system is working in 
more nearly normal fashion than is realized 
by either our political or business leaders— 
which is to say that, as usual, some segments 
of our economy are growing, some are stand- 
ing still and others are declining; and that, 
also as usual, these diversities relate far 
more to economic causes than to govern- 
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income of $50 a week can have a purchasing power as 
great as an income of $75 a week would have at a higher 
level of living costs. To have any real meaning, statis- 
tical comparisons of national income figures for different 
vears must be accompanied by adjustments for varia- 
tions in the purchasing value of the dollar. The bar 
graph on the first page of this article shows the true 
national income—that is, the purchasing value of na- 
tional income—for each of the years 1929-1939 in- 
clusive. Not only did our average purchasing power in 
1939 slightly exceed the average of 1929, but at the high- 
est level reached in the active fourth quarter it was more 
than 10 per cent higher than the highest monthly figure 
reached at any time within 1929 and for the past six 
months we have produced national income—in terms of 
1929 dollars—at a rate approximating $86,000,000,000 a 
year, as compared with $81,660,000,000 in 1929. 

It is true, of course, that, be- 


craft, air conditioning, radio broadcasting and _ radio 
receiving sets, mechanical refrigerators, oil burners, elec- 
tric power, Diesel power, machine tools, rayon, motor 
trucks and buses, cotton textiles, soaps and oil produc- 
tion and refining. 


Profits Can Still Be Made 


We have seen truly remarkable technological progress 
in virtually all branches of manufacturing industry, in 
transportation—including radically improved railroad 
operating methods—in the electric power industry, in 
farm mechanization and chemurgy, and in communica- 
tions. Finally, we have seen a hundred or more listed cor- 
porations earn more profits—either in 1937 or 1939—than 
they earned in 1929; and we have even seen an impres- 
sive minority of common stocks reach all-time high prices. 

There is no intention here of 





cause of population growth since 
1929, this increased purchasing 
power is spread among a larger 


We can achieve the greatest and 


exaggerating our progress or of 
minimizing our problems—includ- 
ing the very serious problem of 


number of individuals; and that, 
therefore, per capita real income, 
even at its recent best level, was 
moderately under the 1929 ave- 
rage. It is also true that a larger 
proportion of this income is ab- 
sorbed by taxation than was the 
case in 1929, leaving relatively less 
for private spending and _ invest- 
ment. Obviously, we shall have to 
bend our energies to a further long 


soundest prosperity ever known by 
further revaluation of the dollar—re- 
valuation not by governmental edict 
but by the technological progress 
which will enable industry to produce 
more and better goods at lower 
prices. 


This kind of revaluation has worked 
wonders since 1929, with the result 
that the consumer's dollar is bigger 
than ever before. While our national 


unemployment. The achievements 
cited here are significant not so 
much in themselves as in the fresh 
light they throw on our potential- 
ity for future progress. We have 
come back close enough to that 
towering economic milestone 
marked “1929” to see clearly that 
it is no longer the ultimate marker 
on our road. 

With all due respect to trade, 


term expansion in production and 
a further long term reduction—by 
means of technological progress— 
of the cost of goods and services. 

Nevertheless, what has _ been 
achieved justifies renewed faith in 
the destiny of this fortunate coun- 
try. Look back to the despairing 
mood of 1932. Could we ever re- 


income in dollars does not yet equal 
that of 1929, our national purchasing 
power reached a new all time high in 
1939, and all signs indicate further 
gain this year. That's a good reason 
for expecting good 1940 business. 


transportation, communication and 
service activities, the dynamic 
factor in the long term economic 
progress of this country has been 
—and is—our manufacturing in- 
dustry. To it we look for a vast 
output of consumer goods, for the 
equipment with which materials 
are processed and for the equip- 





turn, even temporarily, to the 1929 

volume of production? Were not our productive facili- 
ties vastly over-built? How could demand for capital 
goods ever climb back to the peak levels of the fabulous 
°20’s? What chance did the steel industry have to 
utilize its vast facilities, much less expand them further? 
Was not the automobile market saturated for years to 
come? Was any new industry in sight? Could any 
existing industry reasonably anticipate additional long 
term growth? 

Anyone who gave an optimistic answer to such ques- 
tions would have been ignored as a visionary fool. Yet 
in recent months we have seen public demand for con- 
sumption goods at new all time highs. We saw, in 1937, 
orders for capital goods above the 1929 high, and 
we saw a capital goods boom in the fourth quarter of 
last year attain a level well above the average of the 
°20’s. We have seen the steel industry utilize sub- 
stantially increased facilities at capacity. We have 
seen sales of various of the more popular makes of auto- 
mobiles at new record highs. We have seen numer- 
ous industries—some young, some old—top all former 
volume figures, including chemicals, steel, plastics, air- 
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ment through which goods and 
services reach the buyers. Nowhere is_ technological 
progress of more vital importance to us all than in the 
manufacturing technique—and, considering the diffi- 
culties, the achievement shown here over the decade 
1929-1939 is nothing short of phenomenal. Brief exam- 
ination is worth while, for it revealk—New Deal or no 
New Deal—that American industry is still marvelously 
adaptable, still as capable as ever before of producing 
more and better goods at lower prices, and of making 
satisfactory profits on its output. 

For example, let us compare certain pertinent statistics 
of the year 1937 with those of 1927. For the picture we 
are trying to paint, complete data later than 1937 are 
not yet available. Moreover, comparison of these two 
years is especially revealing because total 1937 business 
volume was very close to that of 1927—110 against 106 
as measured by the Reserve Board index of production, 
and 93.5 against 98.7 as measured by this publication’s 
per capita business index—and because both of these 
years ended with a declining trend of volume and prices. 

Between 1927 and 1937 the average hourly wage rate 
paid in manufacturing industry increased by 20.3 per 
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cent; taxes paid by all manu- 
facturing concerns increased by 
93 per cent, and prices received 
for finished goods decreased by 
8.2 per cent. Did this squeeze 
wreck profits? It did not. As 
shown by Treasury tax returns, 
total 1937 profits of all manu- 
facturing enterprises were $2,- 
545,000,000, against $2,673,000,- 
000 in 1927—gross dollar rev- 
enues for 1937, at $61,950,000,- 
000, having been $1,489,000,000 
less than in 1927—profit margin 
was 4.1 per cent in 1937 as com- 
pared with 4.2 per cent in 1927, 
and the return on net worth 
(book value of invested capital) 
was 8 per cent in 1937 against 
6.6 per cent in 1927, the latter 
improvement reflecting chiefly 
the general writing down of book 
values of fixed capital. 

In view of the fact that gross ; 4 
revenues of manufacturing in- 1915 1920 
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10 per cent under the 1929 total, Chas. Phelps Cushing Photo. 
the average profit margin of 4.1 

per cent and the average return of 8 per cent on net 
worth compared relatively well with the figures of 5.5 per 
cent and 9.1 per cent, respectively, in the record year 
1929. In proportion to volume, industrial earnings in 
such years as 1936 and 1937 were closely in line with 
average earning power over the 1923-1929 prosperity 
period. 

Less inclusive statistics are sufficient to round out the 
picture up to date. A compilation of 1939 earnings of 
nearly 1,000 manufacturing companies, made by the Na- 
tional City Bank, shows average return of 8.4 per cent 
on net worth, as compared with 10.5 per cent in 1937. 
Including many large corporations, this showing is, of 
course, better than for industry as a whole but is indica- 
tive of trend. In view of the fact that business volume 
last year averaged more than 5 per cent under 1937, the 
recent evidence in no way disproves our thesis that, on 
a given volume, efficient industrial concerns can and do 
earn as much as in the ’20’s. Scores of them set new all 
time high quarterly earnings records in the final period 
of 1939, despite the fact that since 1937 there had been 
a further increase of nearly 4 per cent in hourly wage 
rates, no decline in tax rates and a further reduction of 
approximately 7.8 per cent in average prices of finished 
goods. 

The explanation is quite simple. First, the real labor 
cost to the manufacturer is not the hourly wage rate but 
the labor cost per unit of output. Thanks to improved 
machinery and an all-around increase in operating effi- 
ciency, the productivity of labor has been greatly in- 
creased, with the result that unit labor costs have come 
down almost as much as hourly wage rates have gone 
up. Second, there is a long-run reclining tendency— 
largely a technological phenomenon—in costs of raw 
materials just as there is in finished goods. It so hap- 
pens that under the New Deal the average spread be- 
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Figures from National Industrial Conference Board. 


tween raw material prices and prices of finished goods 
has been more favorable to industry than was the cor- 
responding relationship under the so-called Old Deal. 
Third, and more important than is generally understood, 
modern machinery is not only much more efficient but 
costs less than it did ten years ago. This makes for a 
larger output from a given investment in plant facilities, 
a substantial reduction in depreciation costs per unit of 
output and a bigger return on invested capital. 

Incidentally, point No. 3 throws new light on the much 
debated “deficiency” of capital investment in industry, 
especially as measured by security flotations. In any 
normally active business year, the physical volume of 
new producing facilities installed by industry is fully 
equal to the average of the 1928-1929 period, the differ- 
ence in dollar volume being due to lower prices. In major 
degree established industries have always financed such 
betterments out of surplus earnings and depreciation re- 
serves. Only in newer fields—aircraft, for instance—is 
there any substantial need for security financing. 

The facts assembled thus far in this article show that 
the American public has a greater purchasing power 
than ever before—to which should be added the very 
important fact that it also has far greater leisure in which 
to enjoy the pleasantest things of life than it had ten 
years ago—and that the oft-heard complaints of “profit- 
less prosperity” among anti-New Deal business men are 
wildly exaggerated. Let us now take a brief glance at the 
position of the security investor or speculator. 

From the gloom that shrouds the brokerage offices on 
low-volume days—most numerous of all days in recent 
years—one would get the impression that the security 
buyer, especially the buyer of common stocks, is a van- 
ished species. The impression is, of course, much exag- 
gerated but, to the extent that it is true, it is too 
bad not only for the broker- (Please turn to page 58) 
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The Blitzkrieg and the Budget 


BY E. 


j= German coup in Scandinavia had its immediate 
repercussions in U. S. political calculating, and again, 
as last September, all bets were off. How would the 
war's new turn affect our trade, our national interests, 
domestic business conditions, and the Presidential elec- 
tion? 

Time will be required before a new pattern of political 
predictions can be developed, but this blitzkrieg came at 
a critical point in the pre-election campaign and in the 
deliberations of Congress. On the assumption that the 
sit-down war would continue in the fashion of the last 
few months, our domestic affairs were settling down to 
more or less normal routine in which foreign develop- 
ments were only a contingent factor. Unless the war 
quickly becomes stalemated again, U. S. politics will be 
marked by the utmost uncertainty for months. 

The third-term issue arises at once, just when most 
political observers were writing it out of the picture. 
The threat of the war’s spread again raises talk of 
“national unity” and “changing horses in mid-stream.” 
It has been well understood that Roosevelt would accept 
a third nomination only in the face of a crisis and on a 
unanimous draft of his party. When the war broke out 
last September it seemed that factors of national defense 
might bring about both these conditions; now the threat 
of total war renews both possibilities after a period in 
which they seemed highly improbable. For imminent 
danger of U.S. involvement, or even the excitement of 
watching a fast-moving war, reduces party factionalism 
to a minimum. This is not to say that Roosevelt will 
be “drafted,” but only that it may be another month or 
two before there is complete certainty he won’t be. 

The program of Congress is also thrown into confusion. 
There is no neutrality revision or other war-born legisla- 
tion requiring immediate action or a prolonged session, 
but the latest shift in the fighting has an important bear- 
ing on the current struggle over appropriations. Con- 
gress started out to cut the President’s budget enough 
to avoid new taxes or an increase in the debt limit. 
Pending bills raise so many items that the budget will 
be exceeded unless national defense funds are cut dras- 
tically. But now the psychology is again favorable to 
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heavy defense spending. Also, the estimate four months 
ago that no more than $1 billion would be needed for 
relief was based on the assumption that war orders would 
boost U. S. employment. These failed to develop on 
the scale anticipated, and now the new change in the 
nature of the war must be evaluated from the standpoint 
of U.S. business activity. Chances are the estimate will 
be more relief funds are needed. So the Norway in- 
cident makes things look bad for the poor old budget. 

This same question of the effect of the war’s shift on 
business activity here may have a deciding factor on a 
question which administration policy makers have been 
debating for weeks—whether or not the government 
should launch a new spending and lending campaign to 
bolster up our economic machine. The spend-lend bill 
which got into so much trouble last summer is still 
pending in Congress, and while the administration has 
seen fit to ignore its existence this session there are 
many insiders who want to see it or its equivalent brought 
into action at once on the ground that otherwise we are 
heading for a serious recession. So far the expectation 
of war orders and other bullish factors have kept this 
view in the minority, but if it now appears that both 
warring and neutral Europe will be unable to buy our 
goods for one reason or another, the green light may be 
given advocates of another pump-priming drive. 

Regardless of the war turn, it was beginning to look 
as though the spenders were getting their way in a subtle 
fashion. When Roosevelt submitted his budget calling 
for economies and higher taxes he went on record as 
moving toward orthodox financing, eve though it was 
suspected he was bowing to political winds and secretly 
hoped Congress would continue the deficit spending his 
advisers believe so necessary. 

This is just what Congress appears to be doing. True, 
there is no new program labeled spend-lend or pump- 
priming, but the outgo of cash in excess of federal re- 
ceipts will continue at its past level if appropriation 
bills end up the way they are now headed. Spending 
for farmers, unemployed, youth, defense, rivers and 
harbors, or most anything else is considered by the New 
Dealers to be essential to avoid an economic (and polit- 
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ical) slump, and while the spenders would prefer a more 
grandiose program with a new label which they could 
dramatize they have been pretty well pleased with the 
way economy has bogged down in Congress. 

Where the money is coming from is a worry for Con- 
gress, since Congress turned thumbs down on the spend- 
lend bill which proposed to issue bonds outside the regu- 
lar budget. It is more and more doubtful that any new 
taxes will be voted this spring, and conversely more 
apparent that the $45 billion debt limit will be reached 
in a year or less. So now Congressional leaders are 


dropping hints that perhaps special big appropriations 
should carry a rider authorizing the borrowing of funds 
to meet them in excess of the debt limit. This is just 
a way of getting the camel under the tent nose first. If 
the debt limit can be raised for one appropriation it can 
be raised for all, and what’s a few more billions added 
to 45? So Congress appears headed for a tacit accept- 
ance of deficit spending even though it refuses to em- 
brace the theory of it, and the spend-lend advocates 
may get their way without having to fight a political 
battle. 





CAPITOL 


Congress is getting restive over the inaction and un- 
certainties of the session. House is anxious to do some 
legislating, make up for failure to economize. Deals 
are being made between blocs and individuals to put 
over various bills, and signs are that the House may 
soon get out of the hands of its leaders as it did last 
summer and session end may see great disruption in 
Democratic party lines, particularly if it becomes more 
apparent that Roosevelt will not run and that there 
will be a convention struggle be- 
tween conservative and New Deal 
elements. 


Adjournment goal of leaders is mid- 
May, but actual date may be a 
month later. Roosevelt has given 
orders not to take up controversial 
bills and matters involving admin- 
istration policies, but House is set 
to force action on a lot of things. 
Leaders hope to pass buck from 
Senate to House so that what one 
is forced to pass the other will kill, 
and this strategy probably will 
work fairly well so that not much 
important legislation will get to 
the President. Filibuster on anti- 
lynching bill may tie up Senate for 
weeks. 


Wide World Photo 


Farm debt legislation is pretty apt 
to get through because other farm 
programs appear stalled and Con- 
gressmen want some bacon to bring home to farm con- 
stituents. Several bills are advanced to various stages, 
any or all of which would soften farm mortgage credit, 
increase government expenditures, grub-stake tenant 
farmers, postpone foreclosures, and make farm loans 
unattractive to private capital. Insurance companies 
would suffer most. Administration is giving under-cover 
support to this trend. 


Four bilis administration wants to kill are making trouble 
for House leaders: wage-hour amendments; NLRB re- 
form; Hatch clean-politics amendments; and Logan- 
Walter administrative procedure reform. Word had been 
passed to keep these bottled up but pressure from con- 
stituents got too heavy. 


Hatch bill has passed Senate 
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Alben W. Barkley—Senate Leader—prom- 
ises June Adjournment. 
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and was scheduled to be shelved in House but a log- 
rolling deal may bring it to a vote. Other three may 
pass House but get side-tracked in Senate, though chances 
are looking up for Logan-Walter bill. 


Wage-Hour administration is trying to stall off oppo- 
sition till Congress adjourns by promising hearings on 
troublesome matters, but little practical relief may be 
expected. Meanwhile it is preparing to launch a big cam- 
paign through industry committees 
to boost minimum wages above 
statutory figure—to 40 cents per 
hour if possible. This will come to 
head in couple of months, though 
plans are cramped some by cut in 
funds. 


Walsh- Healey administration is 
trving to make minimum wage re- 
quirements on government contracts 
so complicated it will keep a job for 
itself. Current plans call for dividing 
industries into groups according to 
use of goods so that some plants may 
have several different wage scales 
for similar work. Manufacturers sus- 
pect an attempt to regiment indus- 
try on labor matters. 


Television row has F C C in hot 
water again. Supreme Court recent- 
ly said F C C has no authority over 
radio rates, business practices, man- 
agement policies, programs, ete., and F C C denies it 
has any such intention, but actually in television and 
in much of its broadcasting regulation it is doing this 
indirectly in the name of public convenience and neces- 
sity. Critics say it is the old story of regulators con- 
tinually grasping for more power and in this case F C C 
is trying to regulate technological progress and protect 
the public against obsolescence caused by scientific ad- 
vancement. 


Chain store tax bill has not the slightest chance this 
session. Committee is hostile and will let opponents talk 
the bill to death. Strong independent retail groups back- 
ing the bill admit this but claim it will be made an 
issue in every Congressional election this fall. 

















Motors Hold the Key 


Are the Makers Wrong in Their Optimism? 


BY WARD GATES 


ie automobile makers—and their customers—don’t 
seem to realize that business has been on the down grade 
almost since the first day of the year. They insist upon 
breaking records that go back to and beyond 1929, 
turning out cars at a rate that sings “Happy Days” 
though the background accompaniment hints of a dirge. 
It is a safe bet that the motors and general business 
won’t continue bucking each other much longer. The 
point to be decided is, which one is making the 
mistake? 

The question is a serious one for the automobile indus- 
try because its confidence in high-geared public purchas- 
ing power has caused it to build up stocks of cars in 
dealers’ hands to the danger mark. Furthermore, cer- 
tain individual manufacturers are understood to have 
amassed record inventories in their own plants, although 
they are of course moving out at a good pace. In rela- 
tion to current sales these statistics are not at all alarm- 
ing; but let sales drop as they did in the fall of 1937 and 
there would be a rush to stop production which would 
be felt in dozens of lines for which the motor makers are 
the best customers. 


It would be naive to assume that the big companies 
in the industry are deliberately relying on the fact that 
sales have so far been good for assurance that they will 
continue good. Or that they feel any great inclination to 
gamble at this point on the debated possibilities of an 
old-fashioned war boom. Or that they are forgetting for 
an instant the lesson they learned the last time the bot- 
tom fell out of an apparently serene business picture. 
On this occasion they would prefer the conservative side, 
but so far they see no reason to change their belief that 
they were right in producing ahead of the peak demand 
season even though the business indexes were warning 
of a sharp slump. 

First quarter production broke all records for the 
period except that of 1929, January set a new peak for 
the month, February was beaten once in the past and 
March twice. Admittedly the changes in model years 
have made it difficult to compare output with other 
high marks set up under different timing conditions. But 
for our purpose the essential point is the effect these 
production figures have had on dealers’ stocks—the 
excess production, in other words. At the end of the year 
field stocks were estimated at under 288,000, 
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by the end of January 406,000, and a month 
later in excess of 500,000. Compared with 
this, retail sales in February were consid- 
erably less than the stocks carried by dealers 
at the end of the year. 

Aside from confidence that sales would 
continue to grow and finally catch the pro- 
duction rate, the makers have been anxious 
to eliminate some of the usual seasonal 
fluctuations with their costly changes from 
partial to full operating rates. Where the 
peak once came in the second quarter of the 
year it now seems to have shifted to the first, 
but with a much steadier pace throughout 
the whole first half. This means more effi- 
cient operations and over the long run better 
labor relations. 

The labor question has undoubtedly 
played some part in encouraging heavy 
schedules in the first quarter. General Motors 
1940 has an election among its employees in the 














immediate future, and several accessory 
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Courtesy General Motors 


That this 


companies have felt rumblings of discontent. 
factor is responsible for the major decisions on produc- 
tion schedules, however, is unlikely. 

When a company like General Motors estimates its 
sales it has a complicated but very definite problem. 
General business conditions are of prime importance and 
every effort is made to foresee their course. But it can- 
not be forgotten that the automobile industry has long 
since reached the point where its own decisions on buy- 
ing policy and on production are a key factor in general 
business conditions. To anyone searching for the clue 
to the immediate future of industry, the attitude of such 
a company has two meanings—first in its opinion of the 
probabilities, which deserves considerable respect, and 
second in the effect of its decisions on the actual course 
of business. 


Long Range Planning 


The automobile industry and the telephone system 
are both gigantic affairs, important in the economic life 
of the nation. Yet one leads and influences industry while 
the other follows along behind. This is true even though 
the buying and the payrolls of the stable industry are 
of sufficient size to turn a shaky situation one way or 
the other; and it is obviously true only because the tele- 
phone industry is under no compulsion to respond 
instantaneously to changes in the sentiment of its 
customers. 

American Telephone had one of the earliest and one 
of the best business forecasting organizations in the 
country. In addition to its planning of territories, it has 
kept records of general business which fill in blank spots 
left before the Government and private agencies devel- 
oped their services. However, American Telephone has 
always had to look a year or five years ahead, not a 
month. Its problem is considerably different from that 
of the motor makers. 

For practical help on the business trend of the nearby 
future, the automobile industry is head and shoulders 
above any other available. Executives of the typical 
large company watch the usual indicators—steel, textiles, 
durable and non-durable goods, prices of industrial raw 
materials and other commodities. They naturally swing 
from one to the other as most important at the moment, 
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but the object of their probing is always the same— 
public purchasing power and the confidence to use it. 
Divisional reports break down prospective demand as 
between higher and lower priced cars, as well as into 
territories. A close eye is kept on the stock market, in 
deference to the influence the market always has on 
sentiment, as well as to its forecasting ability. In addi- 
tion to all this, they have at their command up-to-the- 
minute figures on one of the best of all clues—the rate 
of automobile sales themselves. 

For three months the industry has been saying that 
everything is going to be all right, at least as far as auto- 
mobile buyers are concerned. The prediction is strictly 
limited as to time, and is subject to change on very little 
notice, but it is still optimistic. Recently there were 
signs of hesitation expressed in the rate of production. 
The middle of March contained some very unfavorable 
weather and retail sales began to slide. When this trend 
changed, however, as it did in the last ten days of the 
month, output was held up regardless of declines in the 
heavy industries. 

The policy of going ahead with heavy production 
schedules in the face of uncertainty almost everywhere 
has been proven absolutely correct so far. Stocks of cars 
in dealers’ hands were increased in each month from 
last August up to the end of February, but in March 
the first reduction took place, with retail sales slightly 
above production and above factory sales. From now on 
the trend in unsold cars should be downward, although 
not necessarily at any rapid pace during the current 
period. If the manufacturers feel sufficiently optimistic 
they might conceivably build up stocks for another 





month. 

Watching the rate of automobile production in the 
weeks ahead should therefore be worth while. Moderate 
declines would be in the pattern set by the heavy out- 
put of the first quarter; they would represent a continua- 
tion of the makers’ present restrained optimism. A ten- 
dency to hold level or to increase would contain an 
extremely bullish import. Severe declines, if not explained 
by manufacturing difficulties, and if occurring within the 
next month, could only mean that a change for the worse 
in the general outlook seemed possible to the industry. 

The motor makers are not always right, and their pre- 
dictions have run into some (Please turn to page 63 
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Projecting 1940 Earnings Trends 


Profit Outlook for Most Industries Ranges from 


Good to Fair, With But Few Conspicuous Exceptions 


BY JESSE 


Wau the spread of the theatre of war by the German 
invasion of Scandinavia has materially added to the un- 
certainties facing American industry its cumulative ef- 
fects are likely to be an increasing demand for much 
American material which England and France have, in 
the past, been able to supply themselves with a fairly 
large part of their immediate needs. Estimating prob- 
able 1940 earnings for American industry is of necessity 
based largely upon the results of the first quarter of this 
year together with already known backlogs of unfilled or- 
ders and informed guesses as to what the future may 
hold. On the whole, the quarter just past was a difficult 
one with the trend of general business sharply downward. 
But all industries did not fare alike despite the fact that 
most of them operated progressively lower than the 
un-natural peaks of last fall and the early winter months. 
Some branches of industry, after a sharp downward slide, 
appear to have achieved some degree of stability from 
which foundation they may now build to greater heights. 
Others, while not down quite as sharply from their peaks, 
may have somewhat further to go before doing an about 
face, while still others are not only operating at new 
peaks of capacity but promise to do even better as pro- 
duction facilities are improved or expanded. 

Among the industries that promise to do better this 
year than in 1939 are pre-eminently the aviation, machine 
tools, electrical equipment and chemical manufacturers. 
The aviation industry—particularly the manufacturing 
division—entered 1940 with the largest backlog of un- 
filled orders in its history. This backlog—estimated to 
have been in excess of $600,000,000 at the beginning of 
the year—has since declined substantially but even if all 
additions to the industry’s productive capacity are com- 
pleted this year it is doubtful that the current year’s 
output will exceed $500,000,000 which would leave a 
margin of about $100,000,000 to be filled in 1941 even if 
not a single new order was received this year. That a 
single new order will not be received this year is quite 
impossible for the U. S. Navy alone expects to order 
more than $75,000,000 worth of equipment as compared 
with less than $25,000,000 in 1939 and the Army also 
entertains wide expansion plans on no less a scale than 
its rival service branch. Foreign military orders are 
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being held in abeyance pending the release of certain 
types of craft to them but when this has been accom- 
plished, and it now seems probable that it will, there will 
be a flood of orders totalling, according to some most 
optimistic estimates, nearly $1,000,000,000. At any 
event, the industry itself expects foreign deliveries to ex- 
ceed the current average of $30,000,000 monthly by a 
substantial margin. 

Machine tool makers are also favored to do better 
this year than in 1939. The details behind this expecta- 
tion are set forth in considerable detail in another article 
in this issue of the magazine. Needless to say that with 
a full year’s operations more or less assured, earnings 
during the current twelve months will be materially 
better than a year ago since the industry only achieved 
capacity operations relatively late in the year with a 
consequence that earnings also reflected the earlier lean 
period. 


Electric Equipment Orders High 


The electrical equipment makers suffered only a rela- 
tively minor setback in the volume of orders received 
in the spring decline of 1939 and thereafter resumed the 
upward march which had its beginning in mid 1938. The 
close of the year saw electric equipment sales above 
those of 1937 and within striking distance of the peaks 
of 1929. The sustained demand for household equip- 
ment is a source of satisfaction since it rounds out the 
prospects for a very profitable year for the industry as 
a whole. In fact, the decline from the almost record 
peak of orders in the last quarter of 1939 has been so 
relatively small that Westinghouse Electric bookings to 
date are said to be nearly 40 per cent above those in the 
same period of a year ago and General Electric’s incom- 
ing orders in the first 9 weeks of this year were 14 per 
cent higher than in the same period of 1939. Because 
much of last year’s bookings will appear in this year’s 
billings, it is probable that the electrical equipment in- 
dustry will report earnings substantially in excess of 
those of a year ago. 

The last of the broad industrial groups that will con- 
tinue to operate at close to peak capacity throughout the 
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vear is the chemieal industry. The in- 
creased tempo of general industry alone 
would be sufficient to sustain operations 
at a high level but to this is added the 
fact that imports of competitive articles 
have been virtually cut-off while at the 


Estimated 1940 Earnings for Leading Issues Arranged 
in the Order of Industrial Outlook 


. ° Net Per Share _ 1939 _ 1939 Recent 
same time, export demand is good for Company 1939 1940E Dividends Price Range Price 
» oe non : . . Douglas Aircraft. . . $4.81 $6.00 $3.00 8734-55 87 
many items usually obtained from other QO" Minin pe oa qe waa a 
sources than this country are no longer United Aircraft. . 3.53 4.50 2.00 51-31 50 
in good supply. The industry asa whole  &-Cell-O Com... 2.21 3.00 1.00 254-144 28 
dat good earner but under 'e*oll-Rand.--..--- 6.00 8.00 6.00 131 -86 ©6114 
has always been a good earner but under General Electtic........ ' 1.48 2.50 1.40 445-31 40 
prevailing circumstances, many of the Westinghouse Electric....... 5.18 8.00 3.50 121 -82% 114 
. - ; bal Bethlehem Steel.......... en 5.75 6.00 1.50 100 -50%4, 82 
che é suc ont, on 
che mical makers uch as duPont, Unior OE rss ois oo 2: 1.84 2.00 1.00* 8254-4156 63 
Carbide and the like should make a Chrysler................ eas 8.48 8.00 5.00 943;-535fe 88 
much better than average showing this General Motors..... cteeeeeserss 4:06 3.75 3.50 56%4-36% = 55 
rere Int'l Paper & Power....... ee 0.14 0.25 waar 14%4- 6% 16 
singh . : Sutherland Paper................. 2.52 2.50 1.30 30%-22%, 33 
This now brings us to the middle _ Baldwin Locomotive Works...... 0.41 0.50 ous 21%4- 9% 16 
ieee oe CEES aye ay Ph aA a , ' . Ye-22%q 27 
ground group whese prospects are some- Pullman pip pa ba tars 
BI © P P "7 i A Socony Vacuum............ 1.25 1.00 0.50 1514-1014 12 
what uncertain but if currently prevail- Standard Oil of New Jersey... 3.00 2.50 1.25 5314-38 43 
ing conditions do not change for the Paramount Pictures............... 0.63 0.50 0.15 1414- 61% 7 
} Oe Oho reece rene 5.37 5.00 2.50 5444-30%2 35 


worse, should be able to make at least as 
good a showing as they did last year. 
Among the industries in this group 
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Paid in 1940; none last year. 





should be included the steels, automo- 

biles, paper manufacturers, canners, the railroad equip- 
ment builders and the rails themselves. It should be 
noted that in considering this middle group, no thought 
has been given to the possible effects of any betterment 
that may accrue in the business outlook. Should the 
boom of last fall take up where it left off this month, the 
prospects for the group now under discussion would be 
just as good as those whose outlook is currently some- 
what more favorable. 

Steel consumption has been running along at a very 
fair rate although it has not quite been up to production 
which at this writing is close to 60 per cent of capacity. 
The prospects of the steel industry were discussed at 
some length and in detail in the April 6 issue of Tue 
MAGAZINE OF WALL Street. Based upon present known 
factors it would seem as if the steel industry will, at 
worst, reverse last year’s quarterly results and have its 
poorest quarter later in the year. However, it is not 
probable that the worst quarter of this year will be quite 
as bad as the first or perhaps even the second quarter of 
1939 so as a whole, it is quite possible that the steel 
industry will do as well as it did a year ago and in 
specific instances, do somewhat better. 

The automobile industry has failed to maintain the 
optimistically high production schedules predicted at 
the outset of the year but, on the whole, output continues 
reasonably high and demand good. During the four 
full weeks of March, automobile production is estimated 
to have averaged about 104,000 cars weekly. Sales in 
the field are reported to have been excellent with March 
at close to record levels despite unfavorable weather con- 
ditions. It is quite possible that the results of the first 
half of this year will be much better than a year ago and 
immeasurably superior to those of the same period of 
1938 but it is the outlook for the final half of the year 
that constitutes the major uncertainty. Studebaker’s 


success with the new lower priced “Champion” has given 
several of the larger car producers something to think 
about which may result in the introduction of additional 
new light weight, low priced cars as competitors for both 
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Ford and Chevrolet as well as Plymouth. In years of 
heavy model changes, profit margins usually decline with 
the result that earnings are satisfactory if they show 
little or no change from those of the previous year even 
if the volume of sales should be somewhat larger. 

The paper manufacturers are enjoying a remarkably 
well sustained level of business although it is not likely 
that it will be strongly bettered during the year. In the 
closing months of last year, after operating at only fairly 
satisfactory levels during most of the year, a strong de- 
mand for paper products carried output to an all time 
high record of about 98 per cent of augmented capacity. 
Despite the notorious volatility of this industry, opera- 
tions have clung relatively close to the upper levels and 
even at this date are still about 86 per cent of capacity. 
From what may now be discerned, operations are not 
likely to decline substantially below 75 per cent of 
capacity although the rising costs of some materials, in- 
cluding pulps and chemicals, will tend to offset in some 
measure the benefits of higher production. The paper 
business has, however, a strong foundation for better- 
ment since it is one of the few industries where new orders 
are of sufficient size to warrant the expectancy of early 
resumption of an uptrend in production. 

The canners will probably benefit from the rather 
substantial inroads that have been made in carry-overs 
from last year and the Southern frosts of February will 
probably increase the West Coast and Middle West pack 
of this summer. However, since price is a large factor 
in selling canned products, it is not probable that net 
income of the canning group will be above average al- 
though sales will probably be higher. The can makers 
on the other hand, will enjoy a very good year both from 
the food packs and the industrial use of cans. In fact, 
after a substantial conterseasonal run during the last 
weeks of 1939, tin-plate makers have again started to 
step up production, thus indicating to a certain extent, 
that the can makers themselves are of the same opinion. 

The railroad equipment makers garnered a heavy 
harvest of orders late last vear (Please turn to page 60) 
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The Machine Tool Boom 





An Outstanding War Baby Industry That Is 
Not Likely to Be a Peace Orphan 
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BY HENRY D. STEINMETZ 


“ce 


. a power-driven complete metal-working machine 
not portable by hand, having one or more tool or work- 
holding devices and used for progressively removing 
metal in the form of chips.” That, according to the 
National Machine Tool Builders Association, is a ma- 
chine tool. Actually, it is that and a number of other 
things as well. To economists, it is the epitome of all 
‘apital goods; to manufacturers, the answer to higher 
labor costs; to investors, the product of a rather remark- 
able industry. Or, if size is any criterion, perhaps “in- 
dustry” is not the right word. 

Measured against almost any other well known field 
of manufacturing, the machine tool business is peanuts. 
Its average annual sales over the past five years were 
less than General Motors’ 1939 net income, its total plant 
investment is perhaps a quarter of U.S. Steel’s and it em- 


busiest at that. Witness the record of recent months. 
This time a year ago, operations were at 61 per cent 
of capacity. By last December they had risen to 93, 
around which level they have hovered since. Biggest 
boost, of course, has come since the war; foreign orders 
currently account for a large if not a major part of 
the industry’s unprecedented backlog. The export boom 
is not completely new, however, for it started back in 
the fall of 1937 and was a Godsend to an industry whose 
domestic business, as usual with the advent of depres- 
sion, was rapidly approaching the vanishing point. 
Normally, Russia, Japan and England are the biggest 
foreign tool buyers, accounting for something like 70 
per cent of exports. Latterly, however, the Germans 
have been pressing Moscow, apparently with some 
success, to obtain its tool requirements from the Reich 
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ploys less men than du Pont. But if strategic importance in exchange for wheat and oil. Shipments to Japan ss 
rather than mere size be considered, machine tools have also suffered due to a general disinclination here edge 
are very definitely an industry and one of the nation’s to extend more than limited credit to Japanese con- sal 
cerns. Latin America is not yet sufficiently Allie 
_eee Tm P dustrialized to offer much in the way of erati 
HIGHER WAGE RATES BOLSTER MACHINE TOOL DEMAND |} CxPOrt opportunities, while Canada, unex- — ching 
pectedly slow in stepping up wartime pro- plan 
duction, has been a disappointment though abro 
e it would not be surprising to see a consider- the ] 
a ably larger volume of business develop from well 
z this source in the near future. cialh 
a Far and away the most important over- ba i 
Zz seas customers since the war began have in th 
& been Britain and France, especially the same 
ul latter. These two countries were primarily Pnet 
& g responsible for lifting tool exyorts from only 
5 u|f $4,319,151 in January, 1939, to $9,913,893 D 
x N in the same month of the current year. left 
. Moreover, the bulk of their buying has yet expa 
a to show up in the export figures since most of tl 
MACHINE TOOL 5 of it still remains on the industry’s order as 
ad books for delivery as far away as the spring hiwi 
of 1941. equi 
Concerns like Bullard, Pratt & Whitney freq 
(Niles-Bement-Pond), Van Norman and for | 
4 others, with production facilities close to of. ‘ 
UL MO ——__e«__ Atlantic tidewater, probably have a slight & T 
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Courtesy Monarch Machine Tool Co. 


A new Monarch lathe ready for service starts on its way. 


edge over such midwestern companies as National Acme, 
Monarch and Sundstrand when it comes to quoting on 
Allied business. More important, however, is the consid- 
eration of which concerns specialize in the type of ma- 
chine tools—turret lathes, engine lathes, boring mills, 
planers, thread cutters, etc.—that are most in demand 
abroad. All of the above mentioned companies, with 
the possible exception of National Acme, appear to be 
well situated in this respect, Niles and Sundstrand espe- 
cially so. Union Twist Drill, due to its specialization 
in drilling machines which have been relatively neglected 
in the export boom, is less favored in this respect. The 
same applies in varying degree to Ex-Cell-O, Chicago 
Pneumatic Tool and Bliss, all of these concerns being 
only incidentally in the machine tool business. 
Domestic tool makers are taking no chances on being 
left high and dry with cancelled orders and badly over- 
expanded plant capacity when the war ends; too many 
of them were burnt last time. In the first place, they 
are demanding and getting their own terms from war 
buyers—full payment in advance on orders for special 
equipment and substantial down payments followed by 
frequent progress payments on most other orders. As 
for plant expansion, there just hasn’t been any to speak 
of. Some concerns, notably Niles, Monarch and Kearney 
& Trecker, have opened new plants in the recent past 
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but, in most cases, construction was begun 
before hostilities began and was_ badly 
needed, war or no war. 

Tool men are wisely chary of the current 
boom as the industry is a notorious up-and- 
downer as regards sales volume. When busi- 
ness is good, as at present, it is excellent; 
when it is bad, it is just plain awful, oper- 
ations having once declined to 7 per cent 
of capacity for a single month in 1932. But 
while extensive new plant construction is 
thus uncalled for, and though the industry 
is wise in avoiding it, its decision in the 
matter has raised some knotty problems in 
meeting domestic demand, which has soared 
along with exports, without actually turning 
away foreign business. 

These it is solving in a number of ways. 
In the first place, it is reserving preference 
as to deliveries for home customers, the 
latter now being able to get orders filled 
in three to four months while foreign buyers 
must typically wait a year or more. There 
is no question as to the soundness of this 
policy since the domestic market will some 
day again become the tool makers’ chief 
source of bread and butter and meanwhile 
there is little point in encouraging new 
competition—though such factors as the ex- 
tremely high degree of labor and engineering 
skill required in the business and the firmly 
entrenched trade positions of many existing 
concerns always make the newcomer’s lot a 
difficult one. 

Also, by way of meeting the demands 
upon it, the industry is resorting to various 
means of increasing output of existing plants. 
Some companies are installing new, more 
efficient machinery, others are rearranging present equip- 
ment and still others are farming out parts work to 
manufacturers outside the machine tool field. Thus, 
R. Hoe & Co., a New York printing machinery maker, 
recently landed a large contract from a midwestern tool 
concern. In addition, a few companies have eliminated 
many of their minor product lines, concentrating on only 
a few of the more important ones; in one case, production 
is reported to have been expanded 50 per cent by this 
means. Though the industry’s operations are already 
over 93 per cent of theoretieal capacity, it seems likely 
that they will go even higher—perhaps above 100 as 
the steel industry’s did for a brief, blissful period in 1929. 

One of the best domestic customers of the machine 
tool industry is the machine tool industry itself. Prac- 
ticing what they preach, the tool builders proceed on 
the hypothesis that modernization pays and their long 
term earnings trend substantiates their case. But even 
though the tool makers ordinarily absorb up to 10 per 
cent of their own output, they have even better custo- 
mers in the automobile and aviation industries and 
the U. S. Government. 

The motor makers, formerly the largest buyers of all 
but now running second to aircraft, have not been in 
the market for tools ta quite such an important extent 
in the past couple of years as previously. Detroit 
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splurged a bit on plant and equipment in 1937 and the 
1938 business set-back caught it by surprise. Result: 
a certain amount of idle facilities even through the 
greater part of 1939. At present, however, things are 
looking up and indications are that the automotive 
industry will this year resume something approaching 
its former status as a tool buyer. 

It is the war boom in aircraft, of course, that has 
brought this industry to the fore as a taker of machine 
tools. Engine plants particularly are large users of such 
equipment but many fuselage and wing parts of the 
modern plane are also machined, while the manufac- 
ture of aircraft precision instruments also requires tools. 
When aviation reaches the mass production stage, still 
some distance in the future, it may well become an 
even more important customer, though even now its 
demands are such as to cause the Allies and our own 
Government concern for fear that a bottleneck in the 
tool industry may seriously impede plane output. 

But leaving aircraft entirely out of the picture, the 
War and Navy Departments have worries on their own 
account. A survey by the American Machinist a little 
over a year ago indicated that something like 85 per 
cent of the tool equipment in the Government’s manu- 
facturing arsenals was over 20 years old —which is 
coming pretty close to the ultimate in obsolescence. 
The maximum life of a machine tool for close precision 
work is not much over ten years, and even if arsenal 
facilities have not seen much use since installation, they 
are largely obsolete by reason of the important techno- 
logical improvements in modern machines. 

Of course the Army is quite alive to the situation and 
a modernization program has been under way for some 
time. Some $6,000,000 is being spent for this purpose 
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in the present fiscal year and outlays will undoubtedly 
be increased appreciably in the year beginning July 1.) 


The fact that the manufacture of an ordinary 75 mm. 
field piece requires over 1,250 tools and gauges gives/ 


some idea of the extent of the War Department’s prob- 
able needs. Production of almost completely new weap-/ 
ons, such as the Garand semi-automatic rifle, together | 


with mechanization of the armed forces, seems likely | 
to involve greater tool needs than an armament program | 
of similar proportions would have at any time in the/ 
past. f 


The Navy is also badly in need of tools and has been 


ar 


buying at the rate of about $5,000,000 annually for} 


the past couple of years. To some extent, 
is more profitable than the Army’s 


include some of the behemoths among machine tools— | 


its business | 
for its requirements | 


huge boring mills and similar equipment sometimes | 


running up to a quarter million dollars in price. And, | 
of course, many of the millions of separate items that | 


go into the construction of a warship are acquired from | 
5 


private manufacturers who also need tools. 


By and large, it seems probable that military buying f 


will ultimately aggregate close to $100,000,000 and that | 


the rate of placement of orders will be continually | 
stepped up. Judging from the principal types of equip- | 
ment required, Niles-Bement-Pond enjoys the largest ; 
potential Government market, with Monarch and Ex- | 
Cell-O also well situated in this respect. But there is | 
also little doubt that orders will be spread pretty well | 
over the industry for educational purposes since all | 


production facilities would be needed in the event of war. 


Wide Industrial Markets é 


Numerous other industries, 
electrical and agricultural equipment, canning, printing 


including shipbuilding, 7 


Ey 
Sey 


and foundry machinery, comprise an important market | 


for machine tools, and by no means the least of these 
is shipbuilding. Actually, privately owned yards have 
not been buying as aggressively as they might in view 
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of the fact that Navy orders and the merchant marine | 
program have raised the industry’s operations to the | 


highest level in nearly two decades. 
though, that shipbuilders will find it expedient to con- 


tinue much longer without further modernization of | 
their facilities. This applies especially to those concerns | 


concentrating on Navy work for which specifications 
are particularly rigid. 


It is doubtful, | 
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The railroad equipment industry was once one of | 
the most important buyers of machine tools and may | 
some day become so again. The same applies to the | 
textile machinery makers, the steel mills and the con- | 


struction and mining industries. In varying degree, most 
of these fields have lagged perceptibly behind industry 
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at large in such net recovery as has been seen since the | 


depression’s nadir in 1932. It is likely, however, that 
one or more of them will be in the van of the next major 
recovery move and that resultant tool demand, due to 
accumulated obsolescence, will be considerable. 
Indeed, from a longer range point of view, the tool 
builders will need all the purely industrial business they 
can get. At some unforeseeable point in the future, 


Government business both foreign and domestic is going | 


to vanish into thin air and, despite the precautions the 
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industry is taking now to soften the inevitable blow, its 
impact is bound.to be felt. A heartening fact, however, 
is that with the restoration of world and domestic nor- 
malcy, there can be no major industrial recovery that 
the tool companies will not of necessity share and, in 
a sense, make possible. 

It is now pretty definitely established that general 
business prosperity in this country varies directly with 
the prosperity of the durable goods industries, and it 
is the mass production durable goods industries in which 
the machine tool companies normally have their greatest 
stake. The machine tool itself is the sine qua non of 
mass production. 


Product With a Pedigree 


Eli Whitney fathered the idea when, tired of the 
endless patent infringement battles arising from his in- 
vention and production of the cotton gin, he undertook 
the manufacture of firearms in 1798, introducing in his 
operations a new wrinkle that contributed as impor- 
tantly as any other to the progress of the industrial 
revolution; it was standardization of parts. A_prere- 
quisite of assembly-line production methods, it meant 
that all corresponding parts of each of, say, a thousand 
muskets had to be so nearly identical as to be freely 
interchangeable in the assembly of the finished products. 
To make them so, the forebearer of the machine tool 
was born. 

Needless to say, modern tools are a far cry from the 
crude hand lathes of Whitney’s day. Designed to per- 
form five basic processes—grinding, planing, turning, 
boring and milling—they can machine metal to toler- 
ances of five-millionths of an 
inch. In size and price their 
range is as wide as the geogra- 
phical range of the industry it- 
self, which is scattered all over 
the map. Small, general purpose 
bench machines sell from $50 
up; at the other end of the 
scale are the special purpose 
giants mentioned earlier. 

Turning from the technical to 
the financial, what are the in- 
dustry’s profit prospects for 
1940? The rather obvious an- 
swer is that they are excellent, 
but there is an additional point 
or two worth noting in this con- 
nection. In the first place, pro- 
duction problems and overtime 
pay for highly skilled labor (of 
which there is an inadequate 
floating supply) tend to restrict 
profit margins somewhat in the 
earlier phases of a boom. The 
probability of a further rise in 
output, even though the indus- 
try is now operating at close to 
capacity, has already been sug- 


that a progressive rise in quarterly profits will be seen 
as increased efficiency at the present level of output is 
realized. 

Statistically speaking, one of the more unfortunate 
results of the outbreak of war last fall was the discon- 
tinuance of the industry’s index of new orders due to 
the difficulty of determining the volume of firm orders 
in the avalanche of orders and inquiries that began in 
September. The series was a valuable aid in evaluating 
prospects not only of the tool companies but also of 
industry at large since an important rise in general 
industrial activity is often preceded by a period of 
tooling up. 

It is common knowledge, however, that there has 
been some letdown in tool buying since the turn of the 
year concomitant with the decline in overall industrial 
production. The respite has given the tool makers op- 
portunity to catch their breath and to start digging 
into backlogs which, typically, are sufficient to maintain 
operations at near-capacity for the rest of the year and 
into 1941. It is unlikely, however, that the current lull 
in new orders will last. Estimates indicate, for example, 
that final commitment by the Allies on huge aircraft 
orders now in negotiation will release some $10,000,000 
of tool orders in the New York area alone, with probably 
a like amount in the Midwest. 

An outstanding war baby, the tool industry need not 
necessarily be a peace orphan when hostilities end. The 
initial shock will be reflected in stock market prices but 
longer range potentialities suggest that such a develop- 
ment, provided the tool makers have clung to their pres- 
ent resolve not to expand plant, may well provide a 
major buying opportunity. 





gested. However, should opera- 
tions merely remain around 
present levels, it is still probable 
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Two Bullard "Mult-Au-Matics" in operation machining bearing plates. 
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BUSINESS: E. W. Bliss Co. formerly made the Bliss Torpedo as the most 
important product, but in recent years the company has widely diversified 
its output. At the present time the company manufactures power 
presses, can making machinery, sheet metal machinery, hydraulic presses 
for metals and plastics rolling mills and some shell making equipment. 
At the close of last year, Bliss had some war orders on its books which 
included shells for the British Government as well as shell presses, but 
the business constituted only a small part of the company's total orders 
and were well protected against the effects of a sudden peace under the 
terms of the war order contracts. 


FINANCIAL POSITION: There are outstanding $1,500,000 of notes 
maturing serially from 1940 to 1945. Maturities from 1940 to 1942 
amount to $600,000 and are unsecured. The remaining $900,000 is 
secured by real estate and are due in two $200,000 payments and the 
last amount is $500,000. These notes are followed by 59,950 shares of 
6% and 75,838 shares of 5%, $25 par value preferred stock and 336,587 
shares of $1 par value common. Cumulative preferred dividends have 
been unpaid since March |, 1938. At the close of last year, current 
assets of $6,432,156 were nearly four times as large as current liabilities. 
The company operated profitably, but after deductions for idle plants, 
depreciation, subsidiary taxes and foreign exchange adjustments showed 
a book-keeping loss of $149,044 as compared with an operating profit of 
$186,300 in the year before. 


OUTLOOK: At the middle of March, unfilled orders on the books 
amounted to about $9,000,000 as compared with last year's total ship- 
ments of a little more than $7,000,000. In the president's statement to 
the stockholders at the annual meeting he pointed out that Bliss needed 
about $8,000,000 in shipments to break even, so that with better than 
12% more than the required amount currently on the books in the first 
quarter, a profitable year would seem to be assured to the company. 
The management has indicated its intention to make an early disposition 
of preferred stock dividend accumulations. 


MARKET ACTION: : Market Bliss’ moves in 
E. W. Bliss Co. Average relation to average 

37 high to ‘38 low....... 80% decline 64% decline 25% wider 

"38 lowto '38high....... 243% advance 716% advance 220% wider 

‘38 high to '39 low....... 53% decline 34% decline 55% wider 

39 low to '39 hi 143% advance 44% advance 227% wider 


ae 
Average volatility on four moves 224% greater:on advances and 40% greater on de- 
clines than M. W. S. index of 309 common stocks. 


COMMENT: Recent price—16. Conditions favor an increase in the 
activities of the industries served by Bliss & Co. 


Long-Term Record 


Net Income Net per Price 
Year (millions) Share 
1930 I .09 d$.35 30%-131% 
1931 ..... d .23 d1.22 1634- 2 
LL d1.94 d6.58 ae- 
ae 54 d2.28 5Si- 1 
ase d .28 d1.50 10%,- 2) 
_. , eee 24 09 151h- 3 
1936 54 99 27-133 
Se -82 1.93 247,- ye 
. ae .19 .01 1634- 44 
a, eee d .15 d .10 191,- 8 


d—Deficit. 








BUSINESS: Bullard formerly made a general line of machine tools, but 
in recent years has specialized in three basic automatic machines de- 
signed solely for production quantities of machine work. These machines 
include the Mult-Au-Matic multiple lathe designed for automobile, trac- 
tor, electrical or mechanical machine work. The Contin-U-Matic is a 
multiple spinning and chucking machine adaptable to multiple boring 
operations by which as many as twelve spindles may perform as many 
different operations at the same time. The Bullard Verticle Turret lathe 
is standard equipment in most shops as a combination engine and hori- 
zontal lathe and verticle boring and turning mill. All machines have 
many attachments which are interchangeable and make them adaptable 
to a wide diversity of operations. 


FINANCIAL POSITION: There is no funded debt, but at the close of 
1939 the company had current notes payable outstanding in the amount 
of $500,000. The equity capitalization consists of 276,000 shares of no 
par value common stock. On December 31, 1939, current assets of 
$3,157,798 were almost double those of a year before and were also 
almost double tetal current liabilities. Of the total current assets, nearly 
20% was cash. Inventories of $2,000,746 were about 40% above those 
of the previous year, but in view of the volume of business on hand were 
not excessive. 


OUTLOOK: The company responded to the heavy increase in demand 
for machine tools in the last half of 1939 by reporting earnings of $0.88 
a share for the period, which bought the year's results to $1.04 a share 
of common stock after all charges. With unfilled orders on hand at an 
all-time high and no cessation of demand for the company's products as 
yet in sight, it is probable that the final 1939 half's results will be at 
least duplicated in the first half of this year. The company continues to 
benefit from foreign defmand. Abeut 40% of shipments go abroad and 
to expedite foreign sales, engineers are maintained in England and on 
the continent of Europe. 


MARKET ACTION: Market 


Bullard’s moves in 


Bullard Co. Average relation to average 
'37 high to '38 low....... 11% decline 64% decline 11% wider 
38 low to '38 high... 119% advance 16% advance 56% wider 
‘38 high to '39 low... % decline 34% decline 35% wider 


"39 low to '39 high....... 93% advance 44% advance 112% wider 

; —— volatility on four moves 53% greater than M. W. S. index of 309 common 
stocks, 

COMMENT: Recent price—26. The stock is currently selling at close 
to its 1940 high. The recent current dividend will probably be aug- 
mented by further distributions should later conditions warrant it. 


Long-Term Record 


Net Sales Net Income Net per Divi- Price 
Year (millions) (millions) Share dends Range 
OOS RRRrS NF d$.24 d$.88 $.80 74 = 9¥; 
2) eer NF d .37 d1.34 eae 23 - 3% 
Se NF d .69 d2.51 oe 8 - 2%, 
1933..... NF d .43 d1.55 dete 1314- 21 
ao24..... NF -11 .40 1Sth- 5¥e 
a NF -29 1.06 24Yo- 84%, 
1936...... NF 69 2.51 1.75 3519-2034 
| ee $4.24 88 3.19 2.00 4514-101% 
1938...... ' 2.99 d .22 d .08 25 29 -13%4 


1.04 -25 30 -15% 


Si peirer 3.57 .29 
NF—Not available. d—Deficit. 
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BUSINESS: This company is a pioneer in the field of compressed- -air 
actuated tools which include riveting and chipping tools, air-hammers 
and the many other similar devices. 
the company manufactures reamers and rockbits used by oil well drillers, 
mining and quarrying tools, gasoline and Diesel engines for small elec- 
trical plants and compressors for its numerous air tools. Repair and re- 
placement parts furnish a substantial part of the company's revenues. 


FINANCIAL POSITION: The company has outstanding 67,604 shares 
of $2.50 dividend prior preferred, 181,135 shares of $3 convertible pre- 
ferred and 335,320 shares of common stock. At the close of 1939, total 
current assets of $10,830,051 were approximately ten times larger than 
total current liabilities. Cash and marketable securities at that date 
were alone in excess of the then current liabilities. Inventories of $7,- 
605,473 were substantially unchanged from those of a year previous and 
were equal to about 60% of 1939 net sales. Dividends were declared 
and paid on both classes of preferred stock, but as yet no common dis- 
bursements have been made since issuance of the present stock in the 
recapitalization plan of 1937. 


OUTLOOK: While the company's business follows closely the fortunes 
of heavy industry, it is currently favored by the fact that the products 
of its more important customers are in excellent demand and promise to 
continue so for some time to come. Last year's earnings per share of 
common stock were more than double those of the previous year despite 
the fact that net profit before preferred dividends was but 8% higher 
than in 1938. The company ascribed increased earnings solely to better 
domestic business, since the profits from foreign operations were almost 
totally absorbed by provisions for unrealized foreign exchange losses. 
Since the outset of the war, the company has succeeded in repatriating 
foreign funds equal to foreign shipments and have thus minimized losses 
from unreturnable funds to only profit margin. 


MARKET ACTION: Chicago Pneu- Market Chic. Pneu. moves 
matic Tool Average in relation to avge. 

*37 high to '38 low....... 79% decline 64% decline 23% wider 

*38 low to '38high....... 187% advance 76% advance 146% wider 

*38 high to '39 low....... 50% decline 34% decline 47% wider 

*39 low to '39 high... 103% advance 44% advance 134% wider 


Average volatility on four moves 88% greater than M. W. S. index of 309 common 


stocks. 


COMMENT: Recent price—I2. The company’ s close dependence upon 
capital goods industry makes market prices react sharply to changes 
in basic industrial prospects. 


Long-Term Record 


Net Sales Mfg. Profit Net Income Net per Price 
Year (millions) (millions) (millions) Share* Range 
Ce NF $4.23 $ .21 d$2.25 37 - 7% 
Le NF 2.48 d .29 d6.12 1514- 31% 
NF 1.07 d .81 d7.32 634- 
1.40 d .37 dt.44 123- 21% 
2.84 39 d1.09 9i- 35 
3.66 73 48 2054- 4% 
4.46 1.15 2.58 247g-121/o 
5.87 1.48 2.50 3 - 6% 
4.70 91 -16 193%4- 6% 
1 -33 2014-10 


4.8 t 
*—Adjusted to foreign exchange profits and losses. 


NF—Not a 
d—Deficit. 
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BUSINESS: The company and its subsidiaries manufacture a wide line 
of gas and air compressors, pneumatic tools, air-drills, mining and tun- 
neling tools and machinery, blast furnace condensors and blowers, oil 
electric locomotives, oil and gas engines, air-conditioning and refrigerat- 
ing machinery. The company is closely affiliated with General Electric 
Co. in the making of oil electric locomotives in which Ingersoll-Rand 
power plants are standard equipment. 


FINANCIAL POSITION: The company has no funded debt and there 
are but 25,255 shares of non-callable $6 dividend preferred stock senior 
to the 974,130 shares of no par value common stock. The 1939 balance 
sheet discloses that the characteristically strong financial position of the 
company has been maintained. At the close of last year, current assets 
of $31,453,459 were nearly eight times larger than the then current 
liabilities. Cash items alone were nearly four times as great as the 
Contrary to the experience of most companies of 
the same type, inventories were practically unchanged from those of 
1938, although they were about 20% below those of 1937. Net income 
for the year rose approximately 15%, which resulted in $14,518 being 
carried to surplus after the payment of full preferred dividends and $6 
a share on the common stock. This compares with a deficit of $289,819 
after the payment of preferred and common dividends of $5.50 a share 
in 1938. Thus, earned surplus has been again built up to a point where 
it is possible for the company to continue its policy of dividend payments 
of some sort despite the business in the year in which they are paid. 
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OUTLOOK: The company's business is favored by the strong improve- 
ment in shipbuilding and other basic industries that ordinarily employ 
pneumatic tools and other equipment of the type made by Ingersoll- 
Rand in their business. Although about 40% of the company's sales are 
usually made in foreign countries, the emphasis has been shifting to 
domestic business in recent months. 


MARKET ACTION: Ingersoll- Market Ingersoll’s moves 
3 ' Rand Co. Average in relation to avge. 

‘37 high to "38 low....... 58% ee 64% decline 10% narrower 

38 low to '38 _* aaa a advance 76% advance 30% wider 

38 high to '39 low.. % decline 34% decline 18% narrower 


*39 low to '39 high.. 5a advance % advance 45% wider 
Average volatility on four moves 14% less on declines and 38% greater on advances 
than M. W. S. index of 309 common stocks, 


COMMENT: Recent price—1I13. The high quality of the company, its 
liberal dividend policy and good earnings record all tend to make the 
shares render a better than average market performance. 


Long-Term Record 


Total Net 
Income Income Net per Divi- Price 
(millions) (millions) Share dends R 
$6.6 $4.87 $4.72 6.00 239 -1471%4 
1.47 d .17 d .32 4.00 182 - 25% 
d1.18 d2.94 d3.17 2.50 441fo- 1454 
1.29 -16 .01 1.50 78 =- 191% 
4.35 3.05 2.97 3.75 737%,4- 4914 
5.02 3.56 3.50 5.00 1 - 60 
8.77 6.40 6.42 6.00 147 -106 
12.52 9.73 9.83 6.00 144 -« 
6.94 5.22 5.20 5.50 11914- 60 
7.72 6.01 6.01 6.00 131 - 86 


d—Deficit. 
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BUSINESS: Monarch Machine Tool Co. makes a line of engine lathes, 
tool room lathes, semi-automatic, full automatic and automatic form 
turning lathes as well as many special purpose lathes and numerous lathe 
attachments. The company's Magna-Matic lathe is manufactured under 
license from the Pratt & Whitney Co. About 20 different industries use 
the company's products and no one of the various industries accounts for 
more than 15% of total sales. 


FINANCIAL POSITION: The company's sole capital obligation is an 
issue of 150,079 shares of no par value common stock. Cash items are 
customarily in excess of total current liabilities, and at the close of 1939, 
total current assets of $1,246,480 were nearly four times greater than 
current liabilities. Sharply better business during 1939 resulted in net 
profits of $529,577 for the year, as compared with net profits of $321,- 
397 in 1938. This was equal to $3.53 a share of common stock for 1939 
as compared with $2.14 a share in the previous year. During last year 
the company expended $247,668 of earnings on new facilities. The com- 
pany has not established a regular dividend rate, but paid $1.50 a share 
in 1939 as compared with $1.25 a share a year earlier. A $0.50 dividend 
was paid March |. 


OUTLOOK: Monarch's 1939 shipments were 30 per cent higher than 
the best previous year—l937—and at the middle of February unfilled 
orders then on hand were said to be sufficiently large to maintain the 
company on a full production schedule throughout this year. Indications 
are that 1940 shipments will run about 50% ahead of 1939 record levels. 
Unfilled orders at the close of 1939 were more than $3,000,000. Foreign 
orders, which now constitute somewhat less than 50% of the company's 
bookings, are protected by a 25% prepayment clause which is now in 
effect on all foreign contracts. The management feels that domestic 
demand for its machines is ample to offset any recession in foreign de- 
mand that may soon appear and that incoming orders are continuing to 
held up well. 


MARKET ACTION: Monarch Market Monarch’s moves 
: Machine Tool Average in relation to avge. 
37 high te '38 low....... 65% decline 64% decline 4 wider 

"38 low to '38 high..... 155% advance 76% advance 104% wider 

38 high to '39 low....... 30% decline 34% decline 11% narrower 
*39 low to '39 high....... 98% advance 44% advance 122% wider 


re Average volatility on four moves 54% greater than M. W. S. index of 309 common 
‘ocks. 


COMMENT: Recent price—32. Although close to a new high for the 
shares, the market price does not reflect the same relation to earnings 
as other, more seasoned, securities. 


Long-Term Record 


Net Sales NetIincome Net per Divi- Price 
Year (millions) (millions) Share dends Range 
1930. NF -10 $.91 $1.50 NF 
.07 61 1.2714 NF 
NF d .06 d .51 -10 NF 
NF d .08 d .69 -10 NE 
$.39 .02 -21 .20 NF 
73 .09 .78 45 18 ~-12%% 
1.34 «26 2.24 1.50 25 -16% 
NF 44 2.91 2.10 35 -12 
NF .32 2.14 1.25 21 -1214 
NF 53 3.53 1.50 29 -14% 





NF—Not available. d—Deficit. 











BUSINESS: The company's main products are single and multiple spindle 
automatic screw machines, single spindle turret lathes and multiple 
spindle, automatic chucking machines all sold under the trade name of 
"Acme-Gridley." In addition the company manufactures centrifugal 
clarifying and separating machines as well as a line of threading tools. 
While the automobile industry is the major user of the company's prod- 
ucts, a contracting department is maintained that sets up all kinds of 
screw machine products on a custom basis, and as a result a large variety 
of units are made for many diverse industries. 


FINANCIAL POSITION: The funded debt is carried at $812,000, of 
which $150,000 is notes that mature December |, 1940. The sole equity 
issue is 500,000 shares of $1 par value common stock. Last year, divi- 
dends of $0.50 a share were paid, as compared with $0.25 a share in 
1938 and $1 a share in 1937. Earnings in 1939 were equivalent to $1.16, 
as compared with $0.37 a share the year before. At the close of 1939, 
the financial position was good, with current assets of $5,459,804, being 
better than three times greater than total current liabilities. Inventories 
at the close of the year were about 10% higher than a year ago, but 
were reasonable at $3,363,802. 


OUTLOOK: The sudden improvement in demand for machine tools was 
responsible for the fair showing of the company last year, although until 
September, business was little, if any, better than in the similar period 
of 1938. As it was, the last quarter's business resulted in profits of $0.78 
a share after all charges. Since the company has maintained close to 
the same rate of production that prevailed during the last quarter of 
1939 through the first quarter of 1940, it is likely that first half results 
will be equal to the whole of last year unless some extraordinary charges 
are made against income during the period. While much will depend 
upon general business in the last half of this year, the current prospects 
are for business equalling that of 1937, when the company earned $2.85 
a share of common stock. 


MARKET ACTION: National Acme Market National Acme’s 
Company verage moves in rel. to av. 
‘37 high to '38 low....... 66% decline 64% decline 3% wider 
38 low to '38 high....... 83% advance 716% advance 9% wider 
'38 high to ‘39 low....... 41% decline 34% decline 38% wider 


‘39 low to '39 —_- eee 138% advance 44% advance 213% wider 

: Average volatility on four moves 66% greater than M. W. S. index of 309 common 
jocks, 

COMMENT: Recent price—I7. The stock is currently close to its 1940 
high price. Some increase in dividends seem warranted on the basis 
of anticipated earnings. 


Long-Term Record 





Net Sales NetIincome Net per Divi- Price 
Year (millions) (millions) Share ends Range 
1930 $1. $.01 $.02 $1.50 261;4- 5%, 
1931. -28 d1.01 d2.19 -40 1034- 21/2 
1932. d .10 d. d1.80 sachs 5144- 114 
1933. -378 d .31 d .62 T34- 1% 
1934. 87 14 28 8%e- 312 
1935 1.03 126 151 nae 1459-44 
1936 1.78 69 1.38 75 1914-1216 
Ee 3.14 1.43 2.85 1.00 24 -8 
er 1.02 18 237 225 144- 81/2 
ee 4.51 59 1.16 50 1834- 77% 


d—Deficit. 
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BUSINESS: The company has up until very recently been engaged in 
the manufacture of small tools such as taps, dies, reamers, cutters, etc., 
and gages for precision measurements, metal working lathes, grinders, 
etc. Through increasing facilities the company is now in a position to 
manufacture machinery weighing as much as 40 tons, as compared to 
previous limits of about five tons. The remaining 8651 shares of 
United Aircraft Company stock acquired by sale of the formerly owned 
Pratt & Whitney Aircraft Co. was recently distributed to Niles-Bement- 
Pond common stockholders. 


FINANCIAL POSITION: There was no funded debt at the close of 1939. 
The only equity issue outstanding was 178,025 shares of no par value 
common stock. Operations were highly profitable in 1939. However, 
after the charging off of heavy non-recurring charges for moving and 
expansion of facilities, the company found it necessary to borrow $1 ,400,- 
000 from the banks on a seven-year serial loan at the close of the year 
in order to improve working capital. As of December 31, 1939, current 
assets of $6,942,419 were more than three times as large as current lia- 
bilities. Earnings per share, as a result of the special charges mentioned 
above, were $4.71, as compared with $4.88 for 1938. Dividends at the 
rate of $1 a share in cash and 1/20 of a share of United Aircraft Corp. 
were distributed last year. 


OUTLOOK: Unfilled orders at the beginning of this year were reported 
to have been $8,757,600, or an ample volume to maintain the company 
at a high rate of production throughout the current year. New 
business, while not equal to that obtained during the final quarter 
of 1939, is said to be more than satisfactory, and profits, in excess of 
1939 good levels, are in prospect for this year. It is probable that the 
March 15 common dividend of $0.50 a share will be augmented by addi- 
tional distributions of at least similar amounts during the balance of the 
year. Over the longer term, additions to production capacity promise 
an ultimate expansion of earning power. 


MARKET ACTION: _ Niles-Bement- F poonotns ties moves in re- 
‘on t t 
‘37 high to '38 low....... 32% decline 64% decline 50% nanower 


'38 low to '38 high....... 54% ad 76% ad 29 

‘38 high to,"39 low... 35% decline 34% decline 30 wider 

39 low to '39 high....... 82% advance 44% advance 86% wider 

on™ volatility on four moves 2.5% greater than M. W. S. index of 309 common 
s. 

COMMENT: Recent price—64. The flourishing condition of the ma- 

chine tool industry is improving the volatility of these shares, which are 

currently priced midway between the 1939 highs and lows. 


Long-Term Record 


NetSales Netincome Net per Divi- Price 
(millions) (millions) hare dends Range 
$5.97 $.44 $2.44 $3.00 45%-171/g 
3.82 d .46 d2.46 1.25 2p- 6% 
1.79 d .46 d2.62 15 1154- 4% 
2.21 d .28 d1.56 arate 17}e- 412 
3.95 .03 14 rare 15V4- 734 
6.03 on? 1.54 we 345%4- 814 
8.12 -70 4.04 1.00 5214-2814 
10.75 1.29 7.46 2.00 62 - 
N 84 4.88 2.00 6414-4134, 
9 184 : 100+ — 76 -41% 
Plus 1/20 shares United Aircraft common. NF—Not available. 
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BUSINESS: The company manufactures a line of machine tools including 
the "Rigidmil" milling machines, standard production lathes, "Automatic 
Stub Lathes" double end drilling and centering machines, tool grinders, 
link grinders, bench centers, hydraulic pumps and hydraulic motors, pneu- 
matic rubbing machines and many other devices, including an improved 
fuel unit for oil burners. In the past, foreign business was of relatively 
small importance, but now is equal to about 20% of total sales. 


FINANCIAL POSITION: The company has no funded debt, having 
called a small issue of 6% notes for payment on February 20, 1940. At 
the present time the company's only capital obligation is an issue of 
125,419 shares of $5 par value common stock. At the close of 1939, 
current assets were better than double current liabilities, which at that 
time included the called note issue amounting to $170,903. During last 
year, working capital increased 30%, but the gains were mostly in ac- 
counts receivable and inventories. Last year's business reflected sharply 
the strong revival of the machine tool industry. Gross profit for 1939 
was $916,511, as compared with $343,857 in 1938. Net income, after all 
charges, including federal taxes, was $303,858, as compared with a 
deficit of $108,149 in the previous year. 


OUTLOOK: With all of the largest makers of machine tools booked to 
capacity for the balance of 1940, such smaller companies as Sundstrand 
are in a position strongly to benefit from the sustained demand both 
from domestic and foreign sources. At the close of 1939 the company 
reported confirmed unfilled orders amounting to $1,944,581 and uncon- 
firmed orders amounting to more than $500,000. The management re- 
cently stated that unfilled orders—at an all-time high level—were suffi- 
cient to assure capacity operations for the balance of the current year. 
Common dividends have been restored this year by the payment of $0.50 
a share in March after a lapse of more than two years. The better 
earnings outlook for the company should result in further dividend dis- 
tributions during the remainder of this year. 


MARKET ACTION: Sundstrand Market Sundstrand’s 
Machine Average moves in rel. to av. 

‘37 high to '38 low....... 15% decline 64% decline 17% wider 

‘38 low to '38 high...... 80% advance 16% advance 5% wider 

38 high to '39 low....... 46% decline 34% decline 35% wider 


'39 lowto '39 high....... 146% advance 44% advance 322% wider 

, * uae volatility on four moves 95% greater than M. W. S. index of 309 common 
Stocks. 

COMMENT: Recent price—24. Current prices are sharply higher than 
last year's peak and have risen against the trend of the market while 
discounting near-term prospects. 


Long-Term Record 


Net Sales [NetIncome Net per Divi- Price 
Year (millions) (millions) Share dends Range 
| ee NF d$.03 d$.35 $1.50 20 -4 
ME ccc, NF d .11 41.30 bar é«4 
SIS NF d .15 d1.82 Sie 1 
are NF d .08 d .94 4%e- 13 
L- . EaS $.50 .03 .33 aes 6Y4- 21% 
Cl ‘78 108 193 Saas he 
. aaa 1.37 226 2.28 1.00 28 “19%, 
Cl, 2.51 .21 1.71 125 28%- 9 
EE caxcs 1.36 d 14 d :86 ta 13 - 7% 
39 30 2.42 17-7 
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Records for Republic Steel 


Tenth Birthday Follows 
Best Quarter and Best 
Year in Company History. 


BY HENRY L. BLACKBURN 


i week Republic Steel . Corporation 
celebrated the tenth anniversary of its 
present form as the third largest steel com- 
pany in the United States. Conceived at a 
time when the entire business world was 
headed for a grand smashup and reaching 
its first decade through violent upsurges and 
equally as violent recessions of business ac- 
tivity, the company has crowded into its 
relatively brief integrated existence all the 
experience which would normally take a 
man’s life-time to acquire. 

During the elapsed period the company 
has conducted itself with much credit even though cash 
returns have at times been light. The struggle to co- 
ordinate facilities, expand sales, diversify products and 
above all, to simplify and consolidate its funded debt 
and financial position in the face of ever heavy competi- 
tion is apparently approaching a successful conclusion; 
a tribute to the high calibered management that has 
guided the company’s destinies since its inception on 
April 8, 1930. 

Republic Steel is primarily a producer of lighter steels 
and increasingly important alloy steels. Many of the 
products are brought to a high degree of finish by such 
subsidiaries as the Truscon Steel Co., makers of steel 
windows and doors, flooring systems, steel joists, metal 
lath, steel roofs and other items important to the build- 
ing industry. Another subsidiary—Berger Manufactur- 
ing Division—makes steel tables, desks, files, shelving, 
store and store-room racks, household furnace jackets 
and many other items of steel furniture familiar in the 
home, office and factory. Of course, all of the many 
other light steel products such as tin-plate, wire of many 
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Blast furnaces at Cleveland in operation. 


kinds, sheets, strips, bars, pipes, reinforcing rods, cul- 
verts as well as stainless steels and other important alloys, 
are produced. The company also makes heavier steel 
products such as shapes and plates although at present 
there is no rail machinery installed. 

Plants are located with a thought of easy access to 
heavily industrialized areas other than Pittsburgh, al- 
though a comparatively small plant, the Dilworth-Porter 
Division, makers of bars, tie plates and spikes, is located 
in that city. The most important production facilities 
are located in the Cleveland, Chicago, Michigan, Buffalo, 
Birmingham, Ala., and Youngstown, Ohio, areas and 
through the acquisition of Gulf States Steel Co. in 1937 
the company has gained an impregnable position in the 
heart of the industrial South. 

The combined plants have an aggregate production 
capacity of about 3,800,000 gross tons of pig iron and 
approximately 6,500,000 gross tons of steel billets a year. 
Finished, hot rolled steel products capacity is in excess of 
5,100,000 gross tons annually, a large part of which is 
further finished by the company’s subsidiaries. 
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In keeping with the original program of complete 
integration the company has acquired either through 
purchase or lease, iron ore, limestone and coal properties 
which assure an adequate supply of these three most 
important raw materials for the making of steels. The 
latest acquisition was the lease of the Chateaugay Ore 
and Iron Co. for a period of 25 years. The Chateaugay 
Ore and Iron Company controls one of the largest 
deposits of highest grade, low phosphorous iron ore in 
the country and is located in New York State within 
reasonable distance of Republic Steel’s Buffalo plants. 
The exceptional freedom of the ore from chemical im- 
purities makes it ideal for the production of stainless 
steels and other steel alloys which are becoming of 
increasing importance to the company. 

For more prosaic steels, ores obtainable from the pro- 
lific Mesabi range of Minnesota and the Alabama de- 
posits are not only available in adequate quantities but 
are reasonably close to the company’s various mills. 
Coal is obtained from properties in Pennsylvania, Ohio 
and Alabama and is likewise close to the points of final 
use. Limestone quarries are located close to the Cleve- 
land and Alabama mills and are easily accessible to the 
Michigan and New York plants by way of the Great 
Lakes. The partly owned Cambria Steamship Company 
furnishes transportation for ore and limestone on the 
lakes. 


Net Profit at Record High 


The company celebrated its tenth year of existence 
by reporting the greatest net profit of any year since 
its formation. During 1939, the company made net sales 
of $230,340,804 which were 63 per cent higher than in 
1938 and carried down $13,135,011—nearly 6 per cent 
of this sum—to net income before making provisions for 
minority interests and Federal taxes. After providing 
for taxes of $2,450,000 and minority interests in the 
amount of $13,668, net of $10,671,343 remained for 
equity holders as compared with a deficit of nearly $8,- 
000,000 in the previous year. After provisions for pre- 
ferred stock accruals, the remainder was equal to about 
$1.42 a share of common stock. After deducting $3,861,- 
164 which was paid out in preferred dividends, earned 
surplus rose to $4,018,545 and in the process eliminated 
the surplus deficit of $2,878,911 which remained on the 
books at the close of 1938. During the year the accruals 
on the prior preferred were eliminated. Payments 
amounting to $7.50 a share were also made on account 
of accruals on the convertible preferred which reduced 
the unpaid amount to $18 a share. Since then the regu- 
lar quarterly dividends on both classes of preferred stock 
lhave been made although no further action to reduce 
the accumulation on the junior preferred issue has as 
yet been taken. The company reduced its funded debt 
further in 1939, either through the action of sinking 
funds or through purchase, so that the amount of all 
issues in the hands of the public was $87,527,871 or 
about $1,500,000 less than at the close of 1938. Purchases 
made were sufficient to take care of about half of this 
syear’s sinking fund requirements. 

Although no set plan of expansion was closely fol- 
lowed the company did, nevertheless, expend $9,128,770 
tto increase production capacity, to improve customer 
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service and to decrease costs. These improvements in- 
cluded the reconstruction of the Warren, Ohio, blast 
furnace to a point where it is now the largest of its type 
in the world and possesses a daily capacity of 1,200 tons. 
The company’s alloy steel production capacity was in- 
creased by the purchase of an additional 50 ton electric 
furnace and the 90-inch plate mill at Gadsen was rebuilt 
to a width of 112-inches for which there is a strongly 
growing demand. Additional galvanizing facilities at 
Chicago, a “Corronizing” or sheet coating process begun 
at Monroe, Ala., and many other similar improvements 
were made during the vear. 

During 1939 the company’s working capital rose 
$11,672,014 to $89,800,954; the seventh annual increase 
and the best current position since ithe company was 
formed. Inventories of $66,177,576 were about $8,000,- 
000 larger than at the close of 1938 and represented 
nearly 60 per cent of total current assets. Although the 
inventory may appear high it is about average for ten 
of the leading steel companies from a per-centage stand- 
point. The current asset ratio of about 5.4 to 1 was 
considerably better than average and indicated a good 
financial position. Total invested capital was approxi- 
mately $326,300,000 as compared with total assets of 
$365,049,971. 

As far as the steel industry was concerned, last year 
was unique inasmuch as its business ran the entire gamut 
from mediocre business to a sharp boom and each 
individual phase coincided with a quarter period. Thus 
we have been able to watch Republic Steel’s reactions 
to the various changes in industrial activity. 

What .was disclosed by the quarterly reports of earn- 
ings and operations was that Republic Steel’s break- 
even point is slightly lower than 50 per cent of capacity 
operations and, under the same conditions of selling 
prices of finished products and operating costs, when 
operations passed 55 per cent of capacity, the common 
shares began to participate in net income. During the 
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first half of 1939, Republic reported average operations 
of about 52 per cent of capacity and net income that 
was just sufficient to cover preferred dividend require- 
ments. During the third quarter, average operations 
rose to 68.2 per cent of capacity, about what might be 
expected on average for a fair steel year, and common 
stock earnings rose to $0.40 a share or a rate of about 
$1.60 a year. During the last quarter of the year aver- 
age operations were at boom levels of about 92.8 per 
cent of capacity and the net income available for the 
common stock during the quarter rose to $1.08 a share 
or at the rate of $4.32 per annum. 

Comparison of the quarterly results also disclosed the 
inherent leverage factor of the common stock which 
grew increasingly stronger as the break-even point in 
operations was left behind. For instance, during the 
third quarter of the year when average operations in- 
creased approximately 18 per cent of capacity, common 
stock earnings of $0.40 a share for the quarter were 
reported or at the rate of $1.60 a share for a full year. 
Thus it was indicated that for the first 18 or 20 points 
of increased production after the break-even point for 
the common stock had been passed, each point of gain 
resulted in an increase of net income per share of com- 
mon stock of approximately $0.09. During the final 
quarter, with average operations at 92.3 per cent of 
production capacity, each point increase in production 
resulted in a gain of better than $0.11 a year in earnings 
per share of common stock. Following the same rates 
of gain it is probable that in the remote event that 
production could be held at 100 per cent of capacity 
for an entire year, it would result in earnings of approxi- 








Charles Phelps Cushing 
Slag pots taking the run-off from a 1,000 ton furnace. 
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mately $5.25 a share. Of course, these conjectures are 
purely academic but they do serve to illustrate the earn- 
ings leverage of the common stock even with the rela- 
tively heavy capital structure that currently precedes it. 

It is not meant to assume that $5.25 a share is the 
earnings ceiling for the present common stock nor is it 
meant to infer that earnings will soon achieve those 
levels. There are too many things that might interfere 
with the calculations. For instance, there is the ques- 
tion of selling prices of finished materials, labor and 
material costs and the ever present necessity to main- 
tain and improve plants and equipment. 

The company is gradually reducing its funded debt 
through the operation of sinking funds and since the 
preferred issues are both convertible, some future day 
may see the common stock priced at such levels that 
conversion would be practically forced. The gradual 
reduction of fixed charges and the reduction or even 
elimination of preferred dividend requirements would 
give the common stock a much larger call upon net 
income. These matters are, however, more for longer 
term future consideration, the nearer term prospects 
being the more practical subject at this time. 


First Quarter Earnings Good 


The company, as a specialist in rolled products, alloys 
and other lighter steels, is not so greatly concerned with 
the trends of very heavy industry as are perhaps its 
larger neighbors, Bethlehem Steel and U. S. Steel. Lack- 
ing a large amount of heavy production capacity Repub- 
lic is more concerned with the trends of the automobile, 
household equipment, residential building and similar 
industries. These industries have not suffered such a 
sharp decline in consumer demand as have for instance, 
the railroad equipment and heavy construction builders 
with the result that Republic Steel has probably main- 
tained a better average rate of production than that of 
the industry as a whole. Republic Steel’s first quarter re- 
port indicates that the company operated close to the 73 
per cent of capacity average for the entire industry. Per 
share earnings of $0.43 were equal to those of the very 
satisfactory third quarter of last year and were far bet- 
ter than the deficit of $0.01 a share reported in the first 
quarter of 1939. While it is not likely that such an 
average rate will be maintained throughout the sec- 
ond quarter, it is reasonable to expect that second 
quarter operations will not be sharply lower than the 
first quarter and that last year’s 12 months’ earnings 
will at least be equalled, if not somewhat bettered pro- 
viding there is no sharp change in selling prices or costs. 

Although sheet prices have just been marked down 
rather sharply, it is difficult to see how prices can be kept 
from rising again if the anticipated demand for steel 
does eventually materialize later this year. Wages, 
which constitute about 36 per cent of total costs, 
should retain about that percentage since the com- 
pany’s sometimes bad labor problem seems current- 
ly to be settled. Materials which account for about 
50 per cent of costs, are well controlled through owner- 
ship of adequate supplies of basic raw materials and 
satisfactory inventories acquired at close to current 
prices. 

From the foregoing comment (Please turn te page 63) 
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The Bond Bulletin 


— Market Resists War Developments 


— Danger in Callable Bonds 
— Two Issues for Income 


BY J. S. WILLIAMS 


M. W. S. Bond Index 








1939 1940 April April 
High Low High Low 6 13 
10 High Grade Rails ..............005- 118.0 109.5 113.4 109.5 112.0 111.3 
10 Second Grade Rails ................ 42.9 31.3 37.0 35.4 38.2 37.0 
10 High Grade Utilities ................ 112.9 109.3 113.0 112.5 112.6 112.5 
10 High Grade Industrials ............. 111.7 104.9 112.0 110.5 111.5 111.7 
40 Domestic Corporate ................ 95.9 84.9 93.4 92.7 93.8 93.4 


= the German invasion of Scandanavia last 
week the bond market was subjected to no such reper- 
cussions as occurred last September when Germany in- 
vaded Poland, despite the fact that the latest German 
move carried a large element of surprise. Bonds de- 
clined last week but the drop was less than 20 per cent 
of that which took place last September. Since that 
time bonds recovered fully all the ground lost following 
the outbreak of the war and until recently had risen 
without interruption since late March. It will be re- 
called that last fall, open market buying operations by 
the Federal Reserve to the extent of some $400,000,000 
were necessary to support the Government bond mar- 


314’s, for example, were quoted above 107 at the begin- 
ning of April—four points in excess of their call price. 
Redemption of the bonds at 103, would mean that pur- 
chasers, or holders, of the issue at 107 stand to take a 
capital loss of $40 a bond, or $5 more than the annual 
rate of interest. The fact that a bond is a comparatively 
recent issue, or carries a relatively low coupon rate, is 
no assurance against prior redemption in these days of 
extremely low interest rates. (Please turn to page 59) 





New Issues Marketed or Planned 


ket. Such support was not required last week. It is Issue Amount Price 
€ Inland Steel Co. 
obvious, therefore, that bondholders last week refused to 1st mtge, 3s due April 1, 1961 $36,000,000 102 
> cies > aki — = imelyv istake —_—s Jersey Central Pr. & Lt. 
be stampeded into making the same untimely mistake iene Gaede tke... Saneeneen 
that they did at the outbreak of the war. Particularly Pesce cp ta 3,225,000 ” 
significant in relation to the underlying strength of the “Deb. 314s due April 1, 1950 $10,000,000 * 
= , Toledo Edison Co. 
bond market was the success which attended several eane.......... . saeunees ‘ 
large scale offerings which were marketed last week. Deb. 3%4s due 1960............ 7,250,000 : 
As might be expected, the foreign section of the bond list bs Slee kat 41,1955... $7,000,000 102 
suff i > alties 7] Ss Se a- West Penn. Pr. Co. 
ered the heaviest casualties, with some Scanda Sune hatine. sasseum _ 
navian issues declining as much as 40 points. *“—In registration. 
* * * 
It has been revealed that United States Steel Corp. is Important Bond Calls 
planning an early refunding of its outstanding 314 per Issue Amount Price Date 
2p ee - =e . 7 Anaconda Copper 
cent debentures, while Texas Cozp. is preparing to re Deb ais, 1950 Seneenese ines dey 15 
fund $60,000,000 outstanding 314 per cent debentures, Mead Corp. ‘ 
due 1951. It is also reported that General Motors Ac-  gertchon, Steci paneiiian bing —s 
ceptance Corp., is considering refunding $50,000,000 314’s 4's, pn amet Entire Issue 105 July 1 
~ q . f t 
1951. All three of these issues have been outstanding a... Entire Issue 103 May 1 
] j P «Youngstown Sheet & Tub 
ess than five years. The proposed refunding plans of ee . $9,200,000 ene eee 
these companies again serve to emphasize the danger Nationa [Dairy 
Deb. 334s, 1951.......... $938,000 10014 May 1 


of capital loss involved in holding bonds which are sell- 
ing appreciably above their call price. Texas Corp., 
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Shaky, Consumption Higher, But Prefits Static 


/ Stocks Are Heavy, Quality Better, Prices 


The Liquor Industry 


BY PHILLIP DOBBS 


les rejuvenated liquor industry approaches its seventh 
anniversary confronted by many problems that spell a 
definite period of uncertainty both as to profits and 
prices for its products. The thirteen year drought re- 
duced bonded whiskey stocks almost to disappearance 
so that when liquor again became respectable in the 
eyes of the law it was necessary to build up inventories 
for purposes of aging as well as to supply current de- 
mands. Anticipating an eventual pot of gold, the liquor 
industry began to produce with such good-will and 
vigor that before more than three years had elapsed, 
annual production of whiskey reached a peak of 245,- 
480,000 tax gallons in 1936. The magnitude of that year’s 
output is more fully realized when it is considered that 
the best year’s yield in the earlier years of this century 
was 100,650,000 gallons produced in 1911. In the years 


SUPPLY-DEMAND POSITION 


IN LIQUOR INDUSTRY 
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since repeal, 891,600,000 gallons have been produced, 
or more than the output of the twelve years prior to 
our entry into the World War. Of course, the above 
figures are only for whiskey that was legally distilled 
for beverage purposes as there is no way in which the 
still large illicit production can be estimated. 

The extent to which the illicit liquor business enters 
into consumption in this country is witnessed by a com- 
parison of consumer habits. During the years from 1910 
to 1915, whiskey production reached a then all-time peak 
and the average annual consumption of liquors was 
estimated to have been in the vicinity of 138,000,000 
gallons of which approximately 40 per cent was alcohol 
used for blending purposes. It is unlikely that the pro- 
portionate demand for liquor has moderated greatly 
from that time so, allowing for about a thirty-three 
per cent gain in population, a demand of about 175,- 
000,000 gallons of blended liquors would be reasonable. 
However, as a matter of record, in no year since the 
repeal of prohibition has the combined sales of whiskey 
and other higher powered beverages exceeded 130,000,- 
000 gallons by a sizeable margin. Obviously, the “boot- 
legger’—who became such a necessary part of the na- 
tional economy in the 1920’s—-is still well intrenched 
and accounts for a good sized proportion of the available 
business since his product is at least tax free if not of 
superior quality. 

The acquisition of heavy stocks of liquor was war- 
ranted inasmuch as a certain amount of matured liquor 
is necessary to meet the demands of more discriminating 
tastes. To assure itself of an ample supply, the industry 
therefor laid down heavy amounts each year with the 
result that current whiskey inventories are in excess of 
455,000,000 gallons as compared with average annual 
withdrawals from bond of about 70,000,000 gallons. This 
stock is indeed large as compared with pre-prohibition 
days for during that time, stocks rarely exceeded half 
the current volume although there never was a shortage 
of properly aged liquor. 

On June 30, 1939—the end of the Federal fiscal year— 
there were about 475,000,000 gallons of whiskey in bond. 
At that time, about 24,805,000 gallons were four years 
old as compared with 8,648,000 at the close of the pre- 
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vious fiscal year. Even this small 
increase in the stock of available 
four year old whiskey had the 
effect of increasing the demand 
for older whiskey either straight 
or in blends and this demand was 
met by the trade without any 
increase in the price at which 
the same brands had sold when 
they contained a much larger 
proportion of younger liquor. If 
the addition of 16,000,000 gal- 
lons of four year old stock to 
then existing supplies had the 
effect of increasing quality with- 
out any compensating rise in 
selling prices, then try to visual- 
ize what might be the effect of 
the 99,240,000 gallons of liquor 
that was not yet four years old 
on June 30, but has since reached 
that useful age. Some of the 
effects are already visible. 

Of the stocks of whiskey in 
bond at the present time, about 
75 per cent or roughly 340,000,- 
000 gallons are owned by the 
large distillers. The remainder, 
or approximately 115,000,000 
gallons, belongs to small dis- 
tillers or the holders of warehouse receipts that the 
distillers either pledged as collaterel for loans or have 
sold outright to speculators. It is in this minority group 
that the greatest near term threat to the stability of 
prices and profits for the whole industry lies. Since the 
large distillers have ample capital or credit with which 
to carry heavy stocks of whiskey in storage there is no 
necessity for sacrificing such stocks in order to realize 


funds. 


Selling Prices Trending Lower 


This is, however, not true of the small holders. With 
warehouse charges averaging about 8 cents a gallon for 
each year the whiskey is in storage and interest on the 
loans which may cover some part of the original cost of 
the liquor, there is little incentive for small owners to 
carry their holding past the four year period in hope of 
ultimately recovering a somewhat larger portion of their 
investment. It would seem logical that much of these 
115,000,000 gallons will be pressing for sale at one time 
or another during the nearer term with the result that 
selling prices—both wholesale and _ retail—will trend 
downward. In fact, since 1934, wholesale prices have 
declined substantially as also have profit margins. Retail 
prices have been increasingly chaotic and bid fair to 
become more so despite the valiant efforts of federal, 
state and trade control boards. The price angle, how- 
ever, is probably only temporary and while prices as a 
whole will probably go lower before they advance again, 
ultimate reduction of available supplies to price cutters 
and the eventual satisfactory functioning of control 
measures will eliminate unfair trade tactics. 

While retail sales profits have been shrinking due to 
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Courtesy Schenley Distillers Corp. 


A seething vat of mash in process of fermentation before distilling into whiskey. 


the necessity of meeting price competition, distillers have 
also been hit with a decline in profit margins. Until re- 
cently, consumer preference was for as good quality as 
could be obtained for a price with the result that in 
1938 about 70 per cent of the whiskey sold was two 
years old or younger. As bonded whiskey has come of 
age the preference for whiskey of between three and 
four years of age has increased to where such liquor now 
constitutes about 50 per cent of total sales. Formerly, 
when the bulk of demand was for two year old whiskey, 
sales of the older products constituted added profits 
since the selling prices were much higher and the profit 
margins correspondingly wide. Because the older whis- 
keys were luxury products there was no way in which 
to increase their consumption while still maintaining 
premium prices so, in order to dispose of surplus matured 
stocks, distillers were forced to increase the age of their 
popular brands without raising their selling price. Profit 
margins have therefore declined in proportion to the 
amount of the older whiskeys that are now included in 
the more popular blends although even with higher cost 
materials, profit margins are still much better than they 
were in pre-prohibition days. Any rising material costs 
due to the possible effects of the war are immaterial 
sinee the whiskey that is now on the market has already 
had its costs allotted to it and whiskey that is laid down 
today will not be offered at retail for several years to 
come. 

There is little direct resemblance between the distill- 
ing industry of pre-prohibition times and that of today. 
In pre-prohibition days, the industry was in the hands 
of many small distilleries who sold their preducts or 
warehouse receipts to the rectifiers and were therefore 
able to function profitably (Please turn to page 60) 
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U. S&S. Rubber Holds Its Gains 


Comeback Still Valid, Though Former Speculative 
Favorite Has Lost Attraction in War Markets 


BY WARREN BEECHER 


;— U. S. Rubber might easily be accounted the 
most dynamic factor in the American rubber industry. 
With its efficient production methods, active research, 
growing plantations, alert management, and the product 
named Lastex, U. S. stands to make the business pay if 
any company does. The picture was not always roseate 
though—and for a long time during the last decade it 
looked as though the depression were going to claim an- 
other victim. Under the circumstances this would not 
have been at all surprising, for the company began stor- 
ing up a lot of future trouble as far back as 1913. 

U. S. Rubber was formed in 1892 along the lines of 
the old trusts to take over the rubber footwear industry 
and grew so rapidly that by 1900 it controlled over 70 per 
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cent of the business. Profits were good and the treasury | 
full so that it was no hardship to absorb an industrial | 
rubber goods and rubber tire plant in 1913. At that time 7 
the country was learning to ride in automobiles and lik- | 


ing it. Tire concerns were swamped with orders and 
U. S. Rubber’s sales skyrocketed from $126,000,000 in 
1916 to $256,000,000 in 1920 and in the intervening years 


the company sold over a billion dollars worth of rubber 4 
products. At this point it was selling more rubber boots 


and shoes than the rest of the industry combined, and 
stood first in the production of mechanical goods and a 
good second in the tire and tube division. Everything 
seemingly spelled success. 

Actually the company had financed its phenomenal 


expansion by borrowing and had made no move to repay 7 
a nickel. When bank loans grew too heavy, a bond issue | 


was floated, and when the bonds matured they were re- 
funded. Gradually the debt grew until by 1920 it totaled 
over $140,000,000. Some effort was made at this point 
to halt the trend and by 1925 the company owed about 
$113,000,000. But disaster was in the offing. The price 
of rubber, which had risen to $1.25 per pound, started to 
slide off and dropped steadily, in spite of minor recov- 
eries, to a low of three cents per pound in 1932. 

Matters went from bad to worse in the rubber indus- 
try as price wars were waged to maintain operations at 
a profitable point in terms of volume. And U.S. Rubber 
was in for it right from the start because the company 
was a high cost producer that had earned only slightly 
more than 6 per cent on sales against 14 and 16 per cent 
for the other leaders in the industry. 

But in 1928 the company looked like a perfect setup 
to the du Ponts—huge, but hopelessly inefficient, and 
yet well worth revamping. And a stake in the rubber 
industry certainly went hand in hand with their 10,000,- 
000 shares of General Motors stock. Accordingly they 


set about buying control in the open market and after | 
the simple (for them) procedure of paying out $26,000,- | 
000 they had a 30 per cent interest in the affairs of U.S. | 
Rubber. The du Ponts immediately put one of their top- | 
flight executives, F. B. Davis, in command and told him | 


to do a thorough house cleaning job. The task looked 


tough but not at all impossible with the assured eoop- 


eration they were prepared to give him. 
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But before Mr. Davis could hang up his hat, the de- 
pression broke around him like a tornado. Trouble piled 
up from all directions as the price of rubber slumped at 
a still faster pace, fiercer price wars broke out, sales 
dropped off, loans matured and the finance committee 
reported that funds were low. Concentrating on first one 
problem and then another, the new direction managed 
to steer the company through, although it was touch 
and go for a while. 

The first move was to reorganize production. Of the 
forty-one plants that were operating all over the coun- 
try, seventeen were closed in two years. Production had 
been so outdated that with thirteen plants closed of the 
fourteen that were making shoes and boots, the one 
remaining modernized unit was able to meet all demands. 
And every division was gone over with the same fine- 
toothed comb. As a result the company today has only 
twenty-two plants in operation, and production is as 


Courtesy U. S. Rubber Co. 


bile industry as the leader. Approximately 50 per cent 
of sales are made by the tire and tube divisions. The 
company supplies a large percentage of General Motors 
original equipment needs, and sells replacement tires to 
the Atlas Supply Co. and Montgomery Ward. The other 
50 per cent is about equally divided between mechanical 
and miscellaneous rubber goods, and clothing and rub- 
ber footwear. Over 2,000 separate items are manufac- 
tured and they find their way into practically every 
phase of industry and household life. Rubber is meet- 
ing an ever greater demand from industry for springs, 
linings, belts, and conveyors, and the development of 
air-whipped latex in the form of cushions and mattresses 
has opened a new market in the home. 

But by far the most important invention in recent 
years so far as the rubber industry is concerned is Lastex. 
A U.S. Rubber depression baby, the new substance at- 
tained instant success in many fields. Worked into silk, 





U. S. Rubber has developed a turntable type production line for greater efficiency. 


efficient as the most modern methods can make it. 

The financial picture looked just as bad when Davis 
first took over, but by dint of economizing and putting 
every last nickel into paying off debts and making depre- 
ciation charges even if it did mean showing a deficit, 
headway was made. The surplus had been wiped out, 
and interest charges were actually being met out of 
working capital when the tide finally turned in 1933. 
Rubber prices began to climb, sales moved up from 
$78,300,000 in 1932 to $88,326,000 in 1933 and the reduc- 
tion in fixed charges from $6,120,000 in 1928 to $3,845,- 
000 in 1933 meant that U. S. at last had its head above 
water. The healthy trend in finances has been contin- 
ued too, and at the end of last year the bonded indebt- 
edness had been pared from over $130,000,000 when the 
du Ponts first entered the picture, to $42,144,000, on 
which interest is at the low rate of 35% per cent. 

Today U. S. Rubber ranks second to Goodyear in 
point of sales and is not so dependent on the automo- 





APRIL 20, 1940 





cotton, wool or rayon, it permits the material woven 
from it to be stretched in either direction and yet does 
not lose its shape. Actually Lastex materials contain 
only a small percentage of the substance. Lastex is made 
from lactron which comes from creamed latex or raw 
rubber. The lactron is extruded as a fine thread of pure 
rubber and is then wound with silk or cotton, etc. The 
resultant thread is then neither rubber nor textile, but a 
perfect blending of both. When woven into like mate- 
rials in predetermined amounts it makes lastex for 
girdles, bathing suits, dresses, men’s suits, and a host 
of other products. 

The rubber that U. S. must have for its endless pro- 
duction comes mainly from the steaming jungles of the 
Middle East. But not all of it is purchased from Dutch, 
British or other foreign nations as the other concerns 
must do. Approximately 30 per cent of the company’s 
crude rubber requirements is satisfied from the produc- 
tion of its own plantations on the Dutch island of 
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‘ill. 


A native worker tapping a rubber tree on one of U. S. Rubber's 
plantations. An exact record is kept of the yield of each tree. 


Sumatra. Sumatra, just off the Straits Settlements, is 
the largest island in the Dutch East Indies and has a 
climate well suited to rubber production—80 degrees of 
temperature and 100 per cent of humidity practically all 
the time. In this cauldron, U. S. Rubber has worked 
132,000 acres since 1908. At the end of last year 100,800 
acres had been planted and 94,400 were mature. Of this 
total the company tapped 77,700 acres and shipped 53,- 
501,000 pounds of rubber home to its factories in America. 

These plantations are the largest and perhaps the best 
operated in the world. Although the trees number into 
the millions, the yield of each one is recorded with sci- 
entific exactness and it is interesting to note that the 
average yield per acre has been climbing steadily over a 
number of years. In 1920 it stood at 530 pounds per acre 
and last year was 698 pounds per acre. The company 
fights the jungle constantly, improves the quality of its 
rubber trees, manages thousands of Javanese natives who 
do the manual labor, and earns enough money to build 
up a surplus that saved the parent concern’s skin dur- 
ing the depression. 

In spite of the importance of these plantations, the 
company still has to purchase some two-thirds of normal 
requirements in the open market, and is therefore vitally 
affected by the gyrations of the commodity. With the 
declaration of war in Europe prices shot up sharply since 
there was fear that the supply would be endangered. 
Quotations jumped from 17 cents per pound to 23 cents 
per pound and then sank back to a level close to 20 cents 
when it became apparent that the Germans were not 
going to disrupt shipments in the immediate future at 
least. Consumption had gone up with the rise in indus- 
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trial activity and stocks in November touched a low 
point sufficient for only two months production. Since 
then the amount of rubber afloat to this country has 
increased enough to remove any fears of an immedi- 
ate shortage. 

But the important fact is that America, the greatest 
consumer of rubber in the world, is dependent for her 
raw materials upon the Middle Eastern plantations of 
foreign nations. Current developments in Europe do not 
offer too great assurance that the Dutch East Indies 
will remain permanently in Dutch hands, and a supply 
line that stretches half way around the world might be 
cut by any one of a number of nations. Thus in spite of 
better than average business in this country right now 
and the promise of even better times to come, the rubber 
companies are worried about their source of supply. 
And U. S. Rubber can be no exception to the rule. 

International worries did not stop the company from 
making considerable progress in many ways last year. 
It was the most successful year for the company in over 
a decade, with a 26 per cent increase in sales bringing a 
better than 73 per cent gain in net earnings. After pro- 
viding for the regular $8 per share on the preferred stock 
earnings were equal to $3.18 per share on the common 
as compared with $0.43 per share for 1938. Cash showed 
a drop from $16,574,000 to $14,426,771 while current 
assets increased from $89,939,698 to $105,219,989 and 
were 3.4 times current liabilities of $30,710,115. 

At the very end of the year the company started nego- 
tiations for the purchase of the Fisk Rubber Corporation 
lock, stock and barrel. The offer made and accepted 
was $6,827,330, plus 109,981 shares of U.S. Rubber Com- 
pany’s stock. Fisk last year had sales of $17,268,000 on 
which net earnings came to $860,000. The strength 
of this small concern is evidenced by the fact that of 
total assets of $11,572,000 some $9,738,000 was current 
while current liabilities came to only $1,488,000. The 
purchase brought two additional plants into the U. S. 
fold. One is a tire and tube plant with modern equip- 
ment and the other a tire cord mill, and together they 
will supply the necessary extra tire capacity that the 
company needed to meet its demands. It is unusual, 
incidentally, in the tire and tube divisions of the rubber 
industry where over-capacity is one of the major worries, 
to find a company actually operating its vulcanizing 
pots at maximum speed. But the strong demand from 
General Motors and a brisk replacement business have 
placed the company in this enviable situation. 

The capital structure of the company which has been 
greatly simplified over the last decade currently con- 
sists of $42,144,000 in bonded indebtedness carrying 
interest at 3° per cent, 651,000 shares of 8 per cent 
par $100 preferred stock, and 1,719,592 shares of com- 
mon stock. The preferred shares are non-callable and 
carry the peculiar provision that the dividend of $8.00 
per share must be paid eventually if earned although 
the stock is not a cumulative issue. What this can mean 
to holders was shown last year when in addition to the 
regular $8.00 per share dividend the company paid $4.00 
per share to make up the dividend for 1938 which 
was earned but only 50 per cent paid. Thus far this 
year the regular payments have been made, and with 
earnings at their present level should continue to be 
made. (Please turn to page 62) 
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National Cash Register's plant in Berlin—a doubtful asset. 


Corporate War Casualties 


NATIONAL CASH REGISTER 


= you have a product that 
you can make better than any- 
one else and have it well backed 
with patents to boot, and when 
you have been in business so long that the domestic 
market has become pretty largely a replacement affair, 
then you are apt to find yourself becoming increasingly 
interested in foreign markets. It was in just this posi- 
tion that National Cash Register found itself back in 
1926, and it acted accordingly. By 1937 the company 
was deriving 46 per cent of its total business from some 
80 foreign countries. 

Force of circumstances and Hitler have since sub- 
stantially lowered that percentage; last year only 38.7 
per cent of gross revenues came from abroad and, if the 
war continues, a further decline will probably be seen 
this year. Which, at first blush at least, is none too 
encouraging from a profits standpoint since overseas 
business typically carries a considerably wider profit 
margin than domestic. 

Thus, while overall dollar volume gained 2.2 per cent 
in 1939 despite a 10 per cent decrease in foreign sales, 
per share earnings were down 25 per cent to $1.10 from 
the $1.47 reported for the previous year which, more- 
over, was well under the $2.41 of 1937. The manage- 
ment is by no means without hope for the future, how- 
ever, and in its recently published annual report states 
that: “It is anticipated that an improvement in business 
in South American and other neutral countries together 
with increased earnings in the domestic business as a 
result of decreased discounts and increased carrying 
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STANLEY 


DEVLIN charges will largely offset the de- 
crease in earnings in those coun- 
tries most seriously affected by 
the present situation.” 

How successful these offsetting efforts will prove can 
be revealed only with the passage of time but, in any 
case, the company cannot be accused of taking its 
troubles lying down. The war was only a few days under 
way when salaries of all employees above the rank and 
file of white collar and shop workers were cut 5 to 10 
per cent. Additional economies were also effected in 
advertising and engineering activities and, all told, are 
expected to result in an annual saving of some $800,000 
or about 44 per cent of 1939 net income. 

As regards its investments abroad, as distinguished 
from sales, NC does not seem to stand in danger of 
Prior to the outbreak of the war, virtually 
full reserves had already been set up against the com- 
pany’s $3,262,646 property stake in Germany, Austria, 
and Czechoslovakia. Remaining net investments in 
England and continental Europe amount to roughly 
$3,500,000. 

Britain is by far the most important of the company’s 
export markets, normally accounting for close to 60 
cent of overseas sales, and by the turn of the year British 
business had been drastically reduced, perhaps by as 
much as one-half. Moreover, since machines exported 
to England are produced in NC’s Canadian plant, 
operations of which are subject to Canadian war 
taxes, profits on this business have been even more 
sharply cut. (Please turn to page 58) 


serious loss. 
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Rail Earnings Improve 


Despite more than usually un- 
favorable weather conditions, esti- 
mates indicate that 23 out of 40 of 
the country’s major railroads cov- 
ered fixed charges last quarter as 
compared with a total of only 17 in 
the like period of 1939. Outstand- 
ing among those whose year to year 
gains were sufficient to lift opera- 
tions out of the red were Illinois 
Central, New York Central and South- 
ern Railway. The first quarter is a 
seasonally poor to mediocre one for 
the carriers and, if the present trend 
of improvement continues, it is 
probable that some of the roads that 
missed the mark in the three months 
ended March 31 will succeed in 


covering charges for the year as a 
whole. Stronger cash positions were 


For Profit and Income 


fairly typical among the roads which 
earned money during the _ period 
and, due to sizable depreciation 
charges, the betterment in this re- 
spect was generally more than net 
income figures would suggest. Oper- 
ating results of some of the granger 
roads will be penalized this spring 
due to the short winter wheat crop, 
but Eastern industrial carriers, on 
the other hand, may well continue to 
benefit from the recent export move- 
ment of steel and steel products. 


Lucky Celanese 


Base material for the production 
of rayon is cellulose, commonly ob- 
tained from either cotton linters or 
wood pulp. Most concerns have 
relied heavily on the latter source; 
Celanese, on the other hand, uses 





Designed to operate successfully over war-torn terrain, this 25-ton White truck, 
equipped with a 15-ton gasoline tank, two driving axles and a five-speed trans- 
_mission, is one of a fleet of 145 recently ordered by the French government at a 


|cost of $1,250,000. 


Placed upon completion of delivery of 1,500 smaller Whites 


lcosting $3,000,000, the contract for the larger vehicles specifies delivery by June 1. 
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cotton linters. Thus, while this com- 7 at, 
pany seems likely to be little af-) | 4), 
fected by the spread of war to} ai 
Scandinavia, most others face the | put 
possibility of higher prices for their 7 ane, 
chief source of raw material. Cela- 
nese, incidentally, will report record | gejj 
high earnings for the first quarter | 
of 1940—probably in the neighbor-— = 
hood of $1.50 per share against $1.20 | Fra, 
for the preceding quarter and 71” Fra 
cents for the initial period of 1939. mile 
Management forecasts a 25% in-| pyy 
crease in output this year and will | stat 
spend about $7,000,000 on plant en- |) jnfls 
largement. Like du Pont (see page! Tha 
43), Celanese has developed a new | Jfay 
rayon to replace cotton in tires. rece 
burc 
Stock for Steel has 
35 y 
Foreign liquidation has been at © inal 
least a potential source of pressure | and 
on the market ever since the war |) prer 
began and considerable thought has — pop) 
been given to ways and means for | forn 
minimizing its effect on prices. In at | Afri 
least one case, it appears that aj nam 
pretty nearly ideal solution may be | ing: 
found. U. S. Steel was among the sec- | and. 
ond list of issues that the British / qua: 
government took over from its na- | of t 
tionals, and negotiations are reported | 
to be under way whereby Britain | AN 
may pay for its purchases from the | 
company through the medium of | T 
British held “X” common and pre- [ seldi 
ferred. Needless to say, this expe- [ boa: 
dient is possible only in the case | that 
financially redoubtable concerns | Spit 
capable of taking such stock and | ltaxe 
either retiring it or retaining it in shar 
the treasury. Others would have to whil 
sell with virtually the same effect as | §ain 
if the shares had been sold by the | Pan; 
British in the first place. have 
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Out of the Lab 


A new type of tire made with 


~ rayon cord rather than cotton re- 
~ cently ran 80,000 miles under condi- 


tions that destroyed an ordinary tire 


© in 3,000 miles. Developed by du Pont, 
/ the rayon used is 3.000% sturdier 
© than standard cotton and twice as 
© strong as ordinary textile rayon. 
~ ** * Standard Oil will shortly begin 

| construction of a plant at Baton 
' Rouge for commercial production 
' of Buna synthetic rubber at a rate 


of 10,000 pounds daily which, how- 
ever, will be a drop in the bucket 
as compared with this country’s 
regular annual consumption rate of 
natural rubber. * * * Bell Telephone 
Laboratories have developed a type 
of calcium hardened lead that may 
put an end to this country’s depend- 
ence on imports of foreign antimony. 


Believe I+ or Not 


Nearest point of the St. Louis-San 
Francisco Railway system to San 
Francisco is Ellsworth, Kansas, 1,500 
miles away. * * * Biggest private 
buyer of helium gas in the United 


' States is R. H. Macy, which uses it to 
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» seldom 
' boasts a long term operating record 
that stacks up with the best. 
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Thanksgiving Day parade. * * * 
receivership marathon is the Pitts- 
burgh, Shawmut & Northern, which 
has been in the courts for the past 
35 years. * * * Wm. Wrigley was orig- 
inally in the baking powder business 
and gave away chewing gum as a 
premium. The latter’s unexpected 
popularity caused him to give up the 


' former. * * * Roan Antelope, the 


African copper company, got its 
name when a hunting party of min- 
ing engineers bagged a roan antelope 
and, on going to retrieve their 
quarry, stumbled upon outcroppings 
of the red metal. 


A Mark to Shoot At 


Though its year to year gains are 
spectacular, Coca Cola 


De- 
spite an increase of 810% in income 
taxes, net available for the common 


shares has risen 444% since 1924 


while dividend payments have 


» gained 471%. Since 1929, the com- 


pany’s employment and _ payrolls 











Recent Developments in Aircraft 


The protracted delay in the placement of heavy Allied orders with domestic plane manufac- 
turers has been due to the fact that, since the planes to be delivered are models formerly 
intended for our own Government, the aircraft companies are insisting that development costs 
of subsequent planes to be built for the Army and Navy be included in the price paid by the 
British and French. The computation of these costs is not an overnight matter, but slide-rules 
have been fairly smoking of late, with the result that negotiations are now on the peint of 
being closed. Curtiss, Lockheed and Bell are understood to be first in line on the new con- 
tracts, the three together to deliver between 2,300 and 3,300 ships. 


One of the chief problems in the rapidly burgeoning aircraft industry, especially among 
some of the smaller manufacturing units that have come in for much overflow business, is that 
of obtaining additional production space in a hurry. Brewster Aeronautical solved the problem 
by leasing the Newark municipal airport hangar. Now it is reported that a number of other 
small concerns are considering leasing some of the unused facilities of Baldwin Locomotive's 
Eddystone plant. 


Often mentioned heretofore as a possible bottleneck in plane production, aircraft engine 
capacity is now believed ample to turn out within the next twelve months all of the power 
plants required for the some 5,000 ships that the Allies plan to purchase here. Motors for 
bombers will come from Wright Aeronautical and United's Pratt & Whitney. The Allison Engine 
Division of General Motors, its capacity recently stepped up to 2,500 units annually and plan- 
ning to use the facilities of GM's Detroit Cadillac plant in addition, is prepared to power 
pursuit ships. 


The record high levels of aircraft exports reached in December and January were no# 
equalled in February, but the total for the latter month was nevertheless 204% above February, 
1939. Ten countries, of which France was the largest single buyer (39%), took 94% of the 
total, the remaining 6% being divided among 44 other nations. 


There has been a considerable shake-up in the roster of companies originally scheduled to 
handle the Allies’ plane business. Formerly it was planned to allocate the business among 
comparatively few concerns, with Douglas the kingpin of the lot. Now, however, Consolidated 
and Boeing are in line for some of the business first assigned to Douglas. Other companies, 
virtually left out of the picture at the outset, but now probably due to participate, include 
Aviation Corp., Bell and Brewster. Another group of even smaller units are understood to be 
contemplating a merger that, with pooled financial resources, would put them in the large 
scale military production picture. 


The jam in production of military planes has naturally been reflected to some degree in the 
commercial plane situation. Ninety-eight ships of the latter type, to cost over $25,000,000 are 
now on order from five major transport companies, but their delivery may be delayed somewhat 
due to precedence being given military business in most plants. But though the airlines may 
have to wait a bit on new equipment, they will still be able to handle anticipated traffic and 
are lucky in that technological advance in aviation is now being financed by the Allies and our 
own Government, a load formerly carried largely by the commercial operators alone. 


The huge new bomber that Douglas is building for the Army—it is twice the size of the 
flying fortress type, carries 28 tons of useful load and has a 6,000 mile range—is considered a 
precursor of the sort of transport plane that will come into use a couple of years hence in 
commercial operations. Such mammoth land planes may even be used for transoceanic flying, 
since they will possess inherently higher performance ratings than heavy-hulled flying boats. 





more than two-thirds of that for the 
whole of 1939. * * * Contrasted with 
most other companies, Otis Steel 
may have failed to show a profit 
last month due to a sharp March 
decline in its operations. 


decrease occurred during the period 
with respect to manufacturing in- 
dustry at large. Also, Coca Cola’s 
ownership has become more wide- 
spread; number of stockholders has 
increased threefold since 1930 and 
average number of shares held per 
stockholder has declined from 1,115 
to 377. By and large, the company 
has hung up something of a mark 
to shoot at. 


Correction 


In the April 4 issue of this publi- 
cation it was inadvertently stated 
that Standard Gas & Electric was still 
in bankruptcy whereas the company 
was released from bankruptcy in 
August, 1988. However, Deep Rock 
Oil, Pittsburgh Motor Coach and 
Beaver Valley Traction, all rela- 
tively unimportant in the Standard 
Gas & Electric system, are still in 
the process of reorganization or in 
receivership. 


Corporate Notes 


Montgomery Ward will add some 
$30,000,000 to working capital 
through issue to stockholders of 
rights to buy at $40 per share one 
additional share for 634 now held. 
* * * First quarter net income of 
Union Bag & Paper was probably 
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New Outlook for National Datry 


Products and Markets Broadening for 
Leader of the Sprawling Milk Industry 


BY GEORGE L. MATHIS 


j dairy industry is bigger than the automobile in- 
dustry, and even bigger than the steel industry, so al- 
though National Dairy Products controls only about 
11 per cent of the total, the company’s sales for last year 
topped $336,600,000. This huge sum reflects the opera- 
tions of over 100 completely owned concerns that make 
up the National Dairy clan. Through them milk, butter, 
cheese, ice cream, and a host of other products, such as 
malted milk, canned milk, salad dressing, eggs, milk 
powder, casein and quick frozen foods, are distributed 
throughout the nation on a scale that can’t be matched 
by any other organization in the field. 

Since fluid milk must be sold close to the place where 
it is produced, and comparatively little capital is neces- 
sary to establish a retailing business, the market is served 
by a large number of small concerns. In fact in the 
principal markets that National Dairy Products serves, 
the 24,000,000 inhabitants 
take their fluid milk from 
over 4,500 distributors. This 
situation has long charac- 
terized the industry and 
dispels the idea of monopoly 
in fluid milk distribution. 

National Dairy owes its 
existence to the persistence 
of T. H. McInnerney who 
has been at the helm since 
its formation. In 1920 he 
was head of Hydrox, a highly 
profitable ice cream concern 
serving the Chicago area, 
but he was convinced that 
the dairy industry could profit through consolidation, 
and spent all his spare time trying to convince bankers 
that it could be done. 

Finally, in 1923, his enthusiasm attracted the attention 
of two New York bankers, and with the necessary money 
in back of him, he set out to form National Dairy. 
The first link in the chain that was added to the 
Hydrox Corp. was the Rieck-Junkin Dairy that had been 
earning more money each successive year for forty 
years. The theory was to absorb strong companies 
through the exchange of securities without diluting Na- 
tional Dairy’s stock, and progress was rapid. Among 





Fluid Milk 
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SOURCE OF 1939 SALES DOLLAR 


Cream 


the units brought into the organization were Sheffield 
Farms of New York and Supplee-Wills-Jones of Phila- 
delphia in 1925, Breyer Ice Cream in 1927, General Ice 
Cream in 1928 and most important of all, the Kraft- 
Phenix Cheese Company in 1930. During these first six 
years of its existence, National Dairy’s sales had jumped 
from $13,500,000 to $374,000,000 along with a commen- 
surate rise in profits. 

One might think that the only hope for National’s 
success lay in the ability of the management to centralize 
control of these hundred or so companies that had been 
taken under its wing in a few short years. But the 
exact opposite is the case. Wherever possible the origi- 
nal management was retained and day to day operations 
are handled entirely by men on the scene. In fact the 
various companies don’t even have to buy from each 
other. National Dairy functions only as a clearing house 
for finances and the guiding hand behind 
long range objectives. In this way it has 
been highly successful and yet has shaped 
the consolidated operations of the com- 
pany in the light of developments in the 
industry. 

Cheese Some fifty billion quarts of milk are 
produced annually in this country and 
distribution is approximately as follows: 
42 per cent is consumed in fluid form as 
milk or cream, 41 percent is used in mak- 
ing butter, 6 per cent goes into cheese, 5 
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per cent goes into evaporated or 
condensed milk, 3 per cent goes 
into ice cream, and 3 per cent 
goes into milk powder, malted 
milk, and other miscellaneous 
uses. 

All of this must be produced 
under sanitary conditions, but 
that produced in the so-called 
milk sheds for sale to consumers 
in fluid form cannot by law be 
shipped all over the country, 
must be of better flavor, fresher, 
and of lower bacteria count 
than that destined for the manu- 
facture of butter. cheese or 
other milk products. Since it 
costs the farmer more to pro- 
duce milk for direct consump- 
tion, it commands a premium 
over the other kind. Thus, a 
classified plan for buying milk 
was established under which the 
price for milk is determined by 
the use for which it is destined, 
and the price of the milk to be 
sold in fluid form is called the 
Class 1 price. The average, or 
blended, price for milk is 
weighted by the amount of each type that the companies 
buy from the farmer and is constantly being thrown out 
of line by the peculiar insistence of the farmer on trying 
to produce as much Class 1 milk as possible without 
regard to demand. 


Sales Diversification 


Since National Dairy, with its tremendous market to 
supply, must contract to purchase milk from enough 
dairy farmers to insure sufficient milk to cover the maxi- 
mum demand during the months of minimum produc- 
tion, the blended price drops in the summer when in- 
creased yield per cow sends milk production up as much 
as 65 per cent over the demand level. And farmers want 
more for their milk, while the public wants to pay less 
so that the large distributors in the National Dairy 
group find it hard to make any money at all on the sale 
of fluid milk. Sheffield Farms. which handles approxi- 
mately one-sixth of the milk business in the New York 
area, has actually operated at a slight loss for most of 
the time since June, 1939. 

The net result has been that National Dairy, while 
trying to rectify this situation, has concentrated on the 
sale of other dairy products as well and the source of 
the average 1939 sales dollar shows that the company 
has been very successful. Out of every dollar in sales, 
approximately 29 cents came from milk, 23 cents came 
from cheese, 14 cents came from ice cream, 9 cents came 
from butter, 6 cents came from cream, and 19 cents 
from miscellaneous sources. The value of cheese as an 
article of diet was so well propounded that the sales of 
this division went to new all time highs last year in 
both volume and dollar amounts. And the volume sales 
as well as the dollar sales of butter also reached new 
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Swiss cheese curing room in one of the plants of Kraft Cheese Co., subsidiary of 
National Dairy Products Corp. 


high ground for the company. The prospects for con- 
tinuing this trend would appear to be excellent since 
the consumption of cheese in America has doubled in 
recent years, yet the average American still lags far 
behind the average European in per capita consumption. 

The dairy industry has long been faced with a prob- 
lem that like many problems appears to be changing 
into a stepping stone for greater profits. It takes 100 
quarts of milk to make ten quarts of cream, and the 
cream from ten quarts of milk to make one pound of 
butter, and four and one-half quarts of milk to make 
one pound of cheese. The fluid volume of residue ma- 
terials that pile up from this production is therefore 
tremendous. Actually from the fifty billion quarts of 
milk that are produced annually in this country, ap- 
proximately 30 billion quarts of residue remain after 
the primary products have been taken out. 

Yet skim milk for instance carries substantial values 
of Vitamin B,; and Vitamin B,, casein and albumin, 
lactose and minerals; and these same substances are 
found in buttermilk and whey. Considering the wide 
industrial uses already found for these substances, the 
value of research aimed at their economic extraction 
from the 30,000,000,000 quarts of available residue be- 
comes evident. At present some 20 per cent of that 
total finds a commercial market and the rest goes to 
feed livestock. But an amazing range of products has 
been turned out already, including synthetic wool, paint, 
glue, plastics in endless variety, and it is only a matter 
of time before research results in efficient and economic 
utilization of this wealth. And as this is achieved it is 
reasonable to think that National Dairy Products with 
its large research and technical staff will profit from its 
leadership. 

Consistent with the policy of (Please turn to page 62) 











Uneovering Special Situations 


Six Companies With a Future for Profit and Income 





BY EDWIN A. BARNES 


; many investors think in terms of the size and 
importance of the company whose shares they hold 
rather than in terms of the real common denominator, 
the per share earnings over the longer term. Thus, the 
stock of an industrial leader with assets that total well 
into the hundreds of millions habitually sells on a far 
more generous price earnings ratio than that of a smaller 
but perhaps more progressive, and share for share more 
profitable, enterprise. Such of these smaller units as give 
promise of good future prospects backed by a strong 
industrial position are classed as special situations and 
discussed in this category. 


The Master Electric Co. manufactures electric motors 
of all kinds and sizes ranging in power from 1/10 H.P. 
to 150 H.P. and under such classifications as explosion 
proof motors, fan cooled motors, enclosed motors, multi- 
ple speed motors, and gearhead motors. Some 10 per 
cent of total revenues are, however, derived from the 
production of electric hoists, small fans, mixers, and hair 
dryers. This diversification is profitable and tends to 
even out production as the company grows in impor- 
tance. Currently the Master Electric motors go to over 
fifty major industries and are used as integral parts in 
the manufacturing of pumps, wood and metal working 
machinery, air conditioning and ventilation equipment, 
and floor cleaning and surfacing machines. 

Net profit last year was $691,572, compared with 
$347,457 for 1938 and $601,768 for the previous record 
year, 1937. On a per share basis this was equal to $2.86 
after giving effect to a 15 per cent stock dividend that 
raised the number of shares outstanding to 241,500. 
In addition to the stock dividend, the company also paid 
cash in the amount of $1.70 per share. 

The financial position of the company is excellent with 
current assets equal to approximately five times current 
liabilities. And this generous ratio has been maintained 
over the last decade as a margin of safety. Although 
production has increased, the company has been cautious 
about over-expanding facilities and has, therefore, 
avoided the headache of unproductive capacity. Close 
cooperation with employees and modern methods has 
brought high efficiency in manufacturing, and coupled 
with sharp gains in sales spelled rapid progress in recent 
years. It is not surprising on this basis to find the shares 
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of Master Electric selling around 36 at the high for the 
year thus far, for this price is not out of line with the? 
demonstrated earning power of the company and the out- | 
look for the future. As an outstanding example of a| 
small concern in an expanding market, Master merits ~ 
attention and its shares should prove themselves a good 
commitment over the medium term. i 


National Oil Products is a chemical concern engaged 
in the manufacture of all types of soluble, emulsifiable 
and sulphonated oils, fats and waxes; a wide range of 
vitamin concentrates; and soapless shampoo products. 
In research laboratories at the main plant in Harrison, 
N. J., the experimental farm in Flemington, N. J., and 
Cedartown, Georgia, over a hundred chemists are con- 
stantly at work developing new products and refining 7 
old ones. Right now the company’s list includes some 
2,000 items which are regularly used in such industries 
as leather tanning, rayon, silk, cotton, wool, paint, ink, 
metal working, cosmetics, and paper. 2 

That this has been a profitable enterprise is amply | 
demonstrated by the fact that the company last year/ 
completed its thirty-third year with the highest earnings — 
in its history and has never lost a cent. Net came to” 
$3.89 per share as compared with $2.28 per share for the 
year before, on 179,829 shares of common stock. Anf 
increase in the capitalization from 200,000 to 300, 000 
shares was recently voted by the stockholders, but addi- | i 
tional shares will not be issued in the near future. The/ 
only prior claim on earnings is an issue of $826,500 in | 5 
4 per cent convertible debenture bonds. . 

The gains in sales of vitamin concentrates for both : 
pharmaceutical use and animal and poultry feed pur- 
poses made an increase in the manufacturing facilities E 
necessary, and last year a new unit was added to the § 
Cedartown, Ga., plant. A major source of vitamins for 
the company is cod liver oil which was used in large 
quantities in the manufacture of leather products and 
which the company found could be made to yield vita- 
min D without in any way impairing its usefulness for 
the other processes. Many of the products are obtained 
from actual waste materials having little or no value to 
the original user, and costs are thus kept at a low level. | 

National Oil Products is, therefore, a leader in organic | 
research and the successful marketing of what its chem- | 
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ists discover. The stock, which is listed on the New 
York Curb, and currently sells around 43, paid $1.85 per 
share last year as compared with $0.90 per share the 
year before. On the basis of the extraordinary progress 
made in the development of valuable vitamin concen- 
trates and the demonstrated earning power of its other 
lines the stock deserves consideration as a worthwhile 
investment in this specialized field. Though not volatile 
it can be expected to make gains over the medium term. 


Thompson Products derives the greater part of its 
revenues from the automotive and aviation industries. 
Approximately 25 per cent of sales are made to aircraft 
engine manufacturers and include engine valves, valve 
springs, pistons, water pumps, and a host of small parts. 
The company also supplies most of the leading automo- 
bile concerns and manufacturers of marine and Diesel 
engines with both original and replacement equipment 
and parts. The replacement division of the company 
made a record in sales for the seventh consecutive time 
last year, and the total sales and earnings of the com- 
pany went to a new high last vear as well. Net earnings 
were equal to $3.90 per share on 293,290 shares of com- 
mon stock. In addition to the common stock there are 
28.945 shares of $5 preferred stock outstanding. 

Sharp gains in aircraft engine parts sales last year 
reflected both increased aircraft production and the prac- 
tise of farming out orders by the large plane and aircraft 
engine builders. With this change-over to the produc- 
tion line methods of turning out parts for engines, 
Thompson now makes over 1,000 separate items in ap- 
proximately 70 classifications—or nearly twice as many 
as a year ago. To handle this increased business the 
company began an expansion program in the early part 
of this year that when completed as expected in June of 
this year should step up production in this division by 
more than five times. Since there is every indication 
that the high level of sales will be maintained for some 
time to come, the expansion which will cost an estimated 
$1,000,000 should turn out to be a profitable investment. 

The common stock, on which dividends last year 
totaled $1 per share, currently sells around 36, close to 
the high for the year. But on the basis of the increased 
activity in both the industries that it serves and the 
company’s ability to handle this business at a_ profit, 
the shares appear attractive at these levels. Of course the 
nature of Thompson Products’ operations is such that a 
considerable degree of volatility may be expected from 
the stock, and commitments should be made with this 
in mind. 


Under the well known trade names of Big Ben, Baby 
Ben, Seth Thomas, and Westclox, the General Time 
Instruments Corp. manufactures a complete line of 
spring actuated mantel, wall, automobile and desk clocks; 
low priced pocket watches and wrist watches without 
jewels; various models of synchronous electric clocks; 
and time switches, bank lock clocks and other compli- 
cated timing devices. Since 1935 the company has also 
manufactured an electric recorder for commercial use 
which has proved increasingly profitable with the empha- 
sis on labor’s working hours in recent years. 

Sales of the company’s products, in spite of the fact 
that they are low priced for the most part, move with the 
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general trend of consumer purchasing power, although 
a slight lag does exist. This is primarily because the 
purchase of timing equipment may be deferred for a long 
period when conditions are not good and is thought of 
only after many other needs have been satisfied. With 
any sustained rise in consumer buying power, however, 
the company’s sales shoot up sharply. Last year saw 
an over-all increase in sales of 20 per cent in comparison 
with 1938, but towards the end of the third quarter pro- 
duction was at practical capacity levels, and has con- 
tinued that way right through into the current year. 
Profits showed a gain from $104,190 in 1938 to $1,001,785 
last year and were equal to $2.31 per share on 333,243 
shares of common after meeting the dividend require- 
ments on the 38,539 shares of 6 per cent par $100 cumu- 
lative preferred stock. 

Other than this small issue of preferred, there are no 
prior claims on the earning power of the company so 
that the common is quick to profit by a rise in earnings. 
Financial position at the end of last year was strong 
with current assets of $7,008,286 equal to almost six 
times current liabilities of $1,201,486. The company’s 
sole foreign subsidiary, a plant in Canada, has been 
operating at a good rate for some time chiefly on orders 
from the British Empire. In this way General Time 
receives certain tariff benefits that would not otherwise 
accrue to it and which tend to offset the difficulties 
brought on by the war. Total foreign business, a large 
percentage of which is handled in domestic plants, ac- 
counts for only 10 per cent of sales. Westclox Ltd., a 
projected subsidiary for England, was chartered a matter 
of days before the war broke out, and all plans have been 
suspended until peacetime. The entire investment in 
this unit was, however, only $39,770 and of that $20,000 
is represented by U. S. Treasury notes held in escrow. 

In view of the present highly profitable production 
rate of the company and the fact that consumer buying 
has not slacked off to any noticeable degree during the 
recent business decline, the stock of General Time at the 
current levels around 17 offers interesting possibilities 
for price appreciation over the medium term, but must 
be watched carefully since sales volume depends on the 
maintenance of favorable consumer purchasing power. 


Hat Corporation of America is a leading manufac- 
turer of high grade hats for both men and women under 
such well known names as Knox, Dobbs, Dunlap Cava- 


naugh, Knapp-Felt, and Byron. The company was 
formed in the difficult days of 1932 to take over the busi- 
ness of these older concerns, and since that time has 
made good progress. The sale of hats is a peculiar busi- 
ness for although it is concerned with an article of wear- 
ing apparel it is to a large degree dependent upon a good 
level of consumer purchasing power. A man will do 
without a new hat more quickly than anything else if 
times are bad, but statistics show that conversely he will 
buy a new hat very readily when conditions improve. 
Thus, the sales of Hat Corporation tend to be more 
erratic than might be expected of a company catering 
directly to the consumer. 

Distribution of the concern’s products is effected 
through approximately 8,000 independent retail stores 
throughout the nation, and through five of its own shops 
in the New York area. The three factories owned and 
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operated in East Norwalk, Connecticut, have a combined 
capacity of over 250,000 hats per month, and a smaller 
plant in New York turns out an additional 30,000 hats 
per month. The latter plant is, however, only operated 
under a lease. 

Capital structure is simple; with no funded debt it 
consists of 27,864 shares of 614 per cent, par $100 pre- 
ferred stock and 359,660 shares of Class A and 109,660 
shares of Class B common. The only difference in the 
two classes of common is that the A stock has voting 
power while the B has not. 

The gains in consumer purchasing power last year 
made themselves felt in the rate of sales for the company 
straight across the nation as was attested by the earn- 
ings report. Net came to $1.10 per share on the A and 
B stocks and represented a sharp increase from the $0.28 
per share reported on these issues for the year before. 
With the company’s fiscal year ending in October, fur- 
thermore, the excellent holiday sales are not reflected 
in the earnings figures, and will contribute heavily to a 
good report for the current year. At their present level 
of around 9 the A shares appear to be attractive as a 
shorter term vehicle both from the standpoint of income 
and price appreciation. Dividends paid last year came 
to $1.10 per share on the stock, or exactly as much as 
was earned. And with a continuance of sales at the cur- 
rent rate, the earnings outlook remains favorable. 


* Fruehauf Trailer is the most important manufacturer 
of truck trailers in this country, producing them in all 
sizes and for a wide variety of purposes. A trailer is 
attached to a motorized cab, and offers operating econo- 
mies as well as greater flexibility and lower costs. Frue- 
hauf does not build any motorized units but simply 
supplies the trailers for other companies. Load capacity 
runs from two tons to over 50 tons and cost from a few 
hundred dollars to several thousand dollars per unit. In 
conjunction with the Budd Manufacturing Co., Fruehauf 
is almost ready to turn out stainless steel trailers on a 
mass production basis. Lighter weight and a heavier 
pay load are two of the advantages of this new line, and 
since prices are in keeping with other equipment, sales 
are expected to be good. The company also has an agree- 
ment with the Differential Wheel Co. which manufac- 
tures a compensating axle that permits trailer wheels to 
revolve independently of each other and thereby saves 
tremendously on tire wear. 

Trailer sales in this country have trended up sharply 
over recent years in direct relation to the gains in the 
percentage of freight that trucks are taking away from 
the rails. Since this trend is accelerating rather than 
declining the company has before it an ever-widening 
market both for new equipment and replacements. It is 
not surprising, therefore, to find sales and earnings at a 
new high for last year. Net earnings for 1939 were 
$1,829,041 or equal to $4.58 per share on the common 
stock. 

Approximately 50 per cent of the company’s sales are 
on the installment plan and financed by Fruehauf itself. 
Although this branch of the business is profitable it cuts 
into working capital and the company last year sold 
40,000 shares of 5 per cent par $100 convertible preferred 
stock. The proceeds were used to retire $1,306,000 in 
414 per cent bank notes and (Please turn to page 60) 
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After declining to 89.0% of the 1923-5 aver- 
age, per capita Business Activity has shown 
a disposition to improve a little during the past 
fortnight under leadership of soft coal ship- 
ments, which are considerably heavier than nor- 
mal for this season of the year. Final figures for 
March are 90.5, per capita basis, and 105 with- 
out secular adjustment (Federal Reserve basis). 

x * * 


Barring accidents, there is a fair probability 
that the recent mild upturn marks the bottom, 
or near bottom, of the current recession. New 
orders are unofficially reported +o have picked 
up recently, particularly for export. Steel 
operations appear to have stabilized without 
breaking the 60% level. The stock market, gen- 
erally a reliable gauge of business sentiment, 
has displayed a more improved tone since our 
last issue. Possibly the common denominator 
of several factors in a somewhat more cheerful 
business outlook may turn out to have been a 
perceptible turn toward the right in political 
circles; since, rightly or wrongly, both big and 
little business cling to the conviction that a re- 
turn to old fashioned conservatism would go a 
long way toward the resoration of prosperity. 

* * * 

For the month of February, National In- 

come Paid Out was 6%, larger than in the like 


(Please turn to next page) 
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CONCLUSIONS 
INDUSTRY—Recession flattens out. 


TRADE—Department store sales dip 
below last year, owing to earlier 


Easter. 


COMMODITIES—Prices erratic, with 


war commodities higher. 


MONEY AND CREDIT — New York 
banks heavy buyers of government 
bonds. Commercial loans drop. 
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PRESENT POSITION AND OUTLOOK 








INDUSTRIAL PRODUCTION (a) 


105 


98 





INDEX OF PRODUCTION AND 
TRADE (b 


Non-durable Goods 
Primary Distribution 
Distribution to Consumers 
Miscellaneous Services 


89 
89 
81 
94 
87 
92 
88 


82 
83 
70 
89 
16 
89 
82 








WHOLESALE PRICES (h) 








INVENTORIES (n. i. c. b.) 
Raw Materials 
Semi-FinishedJGoods 
Finished Goods 


78.1(pl) 


78.7 











COST OF LIVING (d) 


All Items 


Housing 
Clothing 
Fuel and Light 


95.7 
87.7 
109.7 


97.0 
84.6 
109.9 








85.5 
78.8 
86.6 
73.2 
85.8 
96.9 
117.0 


85.8 
79.8 








NATIONAL INCOME (cm)t.... 





$5,554 





CASH FARM INCOME; 
Farm Marketing 
Including Gov't Payments 
Total, First 2 Months 
Prices Received by Farmers (ee).. 
Prices Paid by Farmers (ee) 
Ratio: Prices Received to Prices 


Paid (ee) 





FACTORY EMPLOYMENTI(f) 
Durable Goods 
Non-durable Goods 


$537 
635 
1,378 
97 
122 


80 








FACTORY PAYROLLS (f) 
(not adjusted) 








RETAIL TRADE 
Department Store Sales (f) 
Chain Store Sales (g) 
Variety Store Sales (g) 
Rural Retail Sales (j) 
Retail Prices (s) as of 














FOREIGN TRADE 
Merchandise Exports t 
Cumulative year's total t to 
Merchandise Imports t 
Cumulative year’s total} to 


89.0 
115.0 
119.0 
132.3 

92.6 


88.0 
109.8 
113.6 
$23.7 

89.1 





99 
Feb. 
Feb, 29 


$346.8 
715.4 
199.8 
441.7 


$218.7 
431.6 
158.1 
336.3 





RAILROAD EARNINGS 
Total Operating Revenues * 
Total Operating Expenditures *. . 
Taxes * 
Net Rwy. Operating Income*... 
Operating Ratio % 
Rate of Return % 





1st 2 mos. 
1st 2 mos. 
1st 2 mos. 
1st 2 mos. 
1st 2 mos. 
1st 2 mos. 


658,973 
497,860 
61,216 
78,373 
75.55 
2.78 


582,683 
453,566 
56,676 
51,585 
77.84 
1.83 








BUILDING Contract Awards (k). 
F. H. A. Mortgages 
Selected for Appraisal t 
Accepted for Insurance t 
Premium Payingt 


Mar. 


Mar. 
Mar. 
Mar. 


$272.2 


114.0 
63.6 
46.2 


$300.7 


191.7. 


63.5 
50.4 





Building Permits (c) 
214 C 
New York Cityt 
Ton Sti es ii os ca 


Mar. 
Mar. 
Mar. 


89.0 
21.6 
110.6 


97.4 
21.3 
118.7 














Engineering Contracts (En){ 





Mar. 


179.8 


285.6 





(Continued from page 49) 


month of 1939; Labor Income, constituting 70.6% 
of the total, gained 5%; while farm income, 
including Government subsidies, increased 15%. 
Factory payrolls were up 13.5%; with weekly 
real wages gaining 4% after allowing for a rise of 
0.6% in the cost of living. According to the 
National Industrial Conference Board, employ- 
ment in February totaled 45,391,000, a drop of 
193,000 from January, but 1,183,000 above last 
year; with unemployment estimated at 9,436,000, 
compared with 10,105,000 in February, 1939; 
the depression maximum of 14,762,000 in March, 
1933; and an average of 429,000 in 1929. Divi- 
dends declared in March were 15% more liberal 
than a year ago, 


* * * 


Producers’ sales in February were 18.5% 
higher than a year earlier, compared with an in- 
crease of 22.1% in January. Largest increase was 
49.5% for men's clothing, followed by 48.6% 
for forest products, 35.5% for machinery, 33% 
for iron and steel, 33.7% motor vehicle parts, and 
19.8% for textiles. Producers’ inventories rose 
fractionally during February. Wholesale prices 
are 1.9% above last year, on an average. Chain 
store sales during March were 10.4% above 
last year, with mail order houses reporting a gain 
of 4.7% and variety store sales increasing 
18.5%. Department store sales in the week 
ended March 30 fell 20% below last year, against 
a 1% gain for four weeks. The poor showing is 
due mainly to the circumstance that this year the 
closing week of March was the first after Easter, 
whereas a year ago it was the last week before 
Easter. Sales by independent retail stores in Feb- 
ruary were 11% ahead of the like month in 1939. 


* * * 


While carloadings are barely holding their 
own on a seasonally adjusted basis, the margin of 
increase over last year has jumped to 14%, owing 
to last year's coal strike which greatly curtailed 
coal shipments between April 1 and May 13. At 
the present time, coal accounts for over 1/6th of 
total loadings. Recent estimate of the Shippers’ 
Advisory Boards, predicting that carloadings dur- 
ing the current quarter will average 18% above last 
year appears overoptimistic. In February, rail- 
road n. o. i. was 75% above last year, compared 
with a 52% increase for two months. February 
deficit after charges was around $12,000,000, 
compared with $24,364,000 a year earlier and 
net income of $4,000,000 in January. 


* * * 


Engineering awards for privately financed 
construction'during the first quarter were 8% above 
last year; though total awards declined 19%, 
owing to a sharp drop in public works. With 
home building promising to top last year by a 
good margin, second quarter earnings of building 
material companies are expected to compare favor- 
ably with the like period in 1939. 
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Previous 


Month 


PRESENT POSITION AND OUTLOOK 








STEEL 
Ingot Production in tons* 
Pig lron Production in tons*.... 
Shipments, U. S. Steel in tons*. . 





AUTOMOBILES 
Production 
Factory Sales 
Total 1st 2 Months 
Registrations 
Passenger Cars, U. S. (p) 
Trucks, U. S. (p) 


Feb. 


1940 


Feb. 
Feb. 


403,627 
$35,728 


224,625 
41,336 


303,220 
645,388 


164,942 
37,460 





PAPER (Newsprint) 


Shipments, U. S. & Canada * (tons). 
Mill Stocks, U. S. & Canada * (tons). 


Production, U. S. & Canada* (tons). 


Mar. 
Mar. 
Mar. 


336.4 
322.2 
228.6 


313.3 
291.3 
214.4 


300.6 
286.7 
226.0 








LIQUOR (Whisky) 
Production, Gals. * 
Withdrawn, Gals. * 
Stocks, Gals. * 


Feb. 
Feb. 
Feb. 


9,599 
6,616 
29 470,518 


10,021 
5,500 
469,004 


8,724 
4,996 
472,934 








GENERAL 
Paperboard, new orders (st) 
Railway Equipment Orders (Ry). . . 
Locomotive 
Freight Cars 
Passenger Cars 
Cigarette Productiont 
Bituminous Coal Production * (tons). 
Boot and Shoe Production Prs.*.... 
Portland Cement Shipments * 
Commercial Failures (c) 





367,897 
398,125 
40 
1,076 

0 
13,163 
35,400 


398,125 
393,123 
18 
1,172 
15 
14,568 
39,105 


36,500(pl) 35,573 


4,905 
1,197 


3,889 
1,042 


338,030 
342,408 
68 
1,000 
60 
11,782 
35,438 
42,375 
5,044 
1,322 





Domestic retail sales of cars and trucks last 
month were 41% larger than in February and 21% 
ahead of March, 1939. Total for the first quarter 
came to around 971,000 units, an increase of 
30% over last year. Field stocks were reduced 
by about 6,000 units during March to a total of 
495,000 units, against 437,000 a year ago. Pro- 
duction (U. S. and Canadian) during the first 
quarter totaled about 1,310,000 units, or 23% 
above last year. 


* x * 


With machine tool backlogs still large enough 
to support capacity operations for several months 
to come, the industry's second quarter earnings 
should approach record levels of the first quarter 
and last year’s final quarter. Bituminous coal 
production of nearly 120,000,000 tons during 
the first quarter was about 13% above the like 
period last year. Portland cement stocks on 
March 1 were 7% higher than a year earlier. 


« x * 


New orders for paperboard, regarded as a 
representative barometer of the nearby business 
outlook, were about 9% below January, but 9% 
higher than for the like month of 1939. Backlog 
on March 1 amounted to 115,000 tons, about 3% 
above last year, compared with February produc- 
tion of 400,000 tons. 








WEEKLY INDICATORS 





Latest 
Week 


Previous 


Week 


Year 
Ago 


PRESENT POSITION AND OUTLOOK 








M. W. S. INDEX OF BUSINESS 
ACTIVITY 1923-25—100 


88.5 


88.8 


83.6 





2,381 


2,422 


2,173 





TRANSPORTATION 
Carloadings, total 


Manufacturing & Miscellaneous... . 


L. C. L. Mdse 


Apr. 
Apr. 
Apr. 
Apr. 
Apr. 


602,697 
30,108 
100,187 
31,570 
963,337 
149,726 


628,278 
34,540 
127,259 
31,931 
259,096 
147,156 


534,952 
30,210 
45,941 
26,871 

248,970 

157,748 





STEEL PRICES 
Pig Iron $ per ton (m) 
Scrap $ per ton (m) 
Finished ¢ per Ib. (m) 


Apr. 
Apr. 
Apr. 


22.61 
16.04 
2.261 


22.61 
16.08 
2.261 


20.61 
15.17 
2.286 





STEEL OPERATIONS 
% of Capacity week ended (m).... 


Apr. 


61.0 


61.5 


51.5 





CAPITAL GOODS ACTIVITY 
(m) week ended 


Apr. 


73.9 


Tho 


70.7 











PETROLEUM 
Average Daily Production bbls. *. . 
Crude Runs to Stills Avge. bbls. *.. 
Total Gasoline Stocks bbls. * 
Fuel Oil Stocks, bbls.*........... 
Crude—Mid-Cont. $ per bbl....... 
Crude—Pennsylvania $ per bbl... .. 
Gasoline—Refinery $ per gal 





Apr. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr. 


3,745 
3,455 
101,690 
74,912 
1.02 
2.93 

0612 


3,841 
3,585 
101,370 
74,851 
1.02 
2.23 
.0614 


3,444 
3,293 
87,203 
79,106 
1.03 
1.48 
06 





Electric power output continues to show 
little recession on a seasonally adjusted basis, 
while the margin of increase over last year has 
widened to 10%. Utility securities, after rallying 
substantially on the more favorable political out- 
look, have recently lost part of these gains on the 
dubious assumption that the expanding arena of 
war in Europe carries a threat of inflation. 


* * * 


Bookings by the steel industry have risen to 
around 50% of capacity from the recent low level 
of 42%, and the operating rate has stabilized at 
slightly above 60%. It is predicted in the trade 
that the rate will range between 60% and 70% 
during the current quarter, thereby promising fairly 
satisfactory earnings. The Department of Com- 
merce believes that steel exports during the pres- 
ent war, which have now reached 15% of total 
shipments, may surpass levels reached during the 
World War of 1914-18. Prices on export steel 
have recently been raised to the domestic level. 


* # * 


Perhaps in recognition of a possibility that ‘war 
in earnest’ may ultimately lead to armed conflict 
over the oil fields of Iran and Iraq, securities rep- 
resenting this industry have recently firmed in the 
face of rapidly mounting stocks of gasoline. 





t—Millions. _*—Thousands. (a)—Federal Reserve 1923-25—100. (b)—Federal Reserve Bank of N. Y. 100%—estimated long 
term*trend. (c)}—Dun & Bradstreets. (cn)—Dept. of Commerce estimates of income paid out. (d)—Nat. Ind. Conf. Bd. 1923—100. (e)— 
Dept. of Agric., 1924-29—100. (ee}—Dept. of Agric., 1909-14—100. (En)—Engineers News Record. (f}—1923-25—100. (q)— 
Chain Store Age 1929-31—100. (h)U.S.B.L.S. 1926—100. (j}—Adjusted—1929-31—100. (k)}—F. W. Dodge Corp. (m)lron 
Age. (n)}—1926—100. (n. i. c. b.}—Nat. In. Conf. Bd. 1936—100. (p)}—Polk estimates. (pl}—Preliminary. (r)}—Revised. (Ry)—Rail- 
way Age. (s)}—Fairchild Index, Dec., 1930—100. (st)—Short*tons. = 
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Trend of Commodities 


During the past three months when ey prices have 
either drifte lower or marked time, it was the accepted 
concensus that this trend would continue until either the war 
snapped out of the sit-down phase or inventories acquired 
at the outset of the war had been more thoroughly worked 
off. Last week with surprising suddenness war activities were 
intensified on a broader scale. In the meanwhile, of course, 
inventories had been gradually depleted. Yet the response 


to these developments as reflected in leading commodity 
prices could hardly have been called spectacular. Prices 
rose, particularly for those commodities which are included 
with the sinews of war, but gains were relatively small and 
reflected principally the activities of traders rather than 
industrial buyers.. Obviously, industrial buyers are reluctant 
to be lured into premature commitments as was the case last 
fall. Their attitude continued to be a “wait and see” one. 





U. S. DEPT. OF LABOR COMMODITIES INDEX 1926=100 


1930 1935 


down 0.5 
down 0.2 
down 0.5 
down 0.8 
down 0.1 


Changes in Major Commodity Price Group for the Fortnight Ended April 6, 1940 


LABOR COST 


INDEX NUMBERS 


RAW MATERIAL 


1940 M JJASONDIJFMAM AS 
1939 


95. 

93.2 
76.9 
89.4 
76.6 


no change 
down 0.1 
down 0.4 
down 0.1 

up 0.1 




















sae! 








Latest 


Previous 


Wk. or Mo. Wk. or Mo. 


PRESENT POSITION AND OUTLOOK 











COTTON 
Price cents per pound, closing 
Ma 


Spo 
(in bales 000's) 
Visible Supply, World 
Takings, World, wk. end 
Total Takin gs, season Aug. 1 to.... 
Consumption, U.S.............-- 
Exports, wk. end 
Total Exports, season Aug. 1 to.... 
Government Crop Est. (final) 
Active Spindles (000's) 


626.3 
54.8 
5,309.4 
11,792 
22,555 


22,804 


Cotton. Foreign cotton markets treated last 
week's war developments more bullishly than did 
domestic markets. Gains were shown here but 
they were small. Any enthusiasm appeared to 
have been tempered by the possibility that the 
German invasion of Scandinavia threatens to fur- 
ther restrict export markets. Scandinavian markets 
may be lost, while shipments to neutrals may be 
hampered by a tighter blockade by the British. 
Meanwhile, Great Britain may increase purchases 
in other countries. Another cotton subsidy is 
probably the answer. Domestic consumption in 
11,943(ac)} April is being estimated at about 675,000 bales. 
22,503 ie Bakes 





WHEAT 
Price cents per bu. Chi. closing 
Ma Apr. 13 1 
Apr. 13 
Apr. 6 
Apr. 6 
Apr. 6 
Apr. 1 


107% 

106%, 
109,769 
4,193 
95,987 
426,215 


Exports bu. (000's) since July 1 to. 
Exports (000's) wk. end 

Visible Supply bu. (000's) as of... 
Gov't Crop Est. bu. (winter) (000's). 


10314 
105,576 
3,344 
95,605 


Wheat. Prices rose sharply under the influ- 
ence of war developments but subsequently sub- 
sided as traders and buyers withdrew to the side 
lines. The European war overshadowed the first 
government estimate of winter wheat. As of April 
1, the government estimates that the winter wheat 
crop will be 426,000,000 bushels. This estimate 
was about in line with previous private estimates 
and compared with the estimate of 399,000,000 
bushels made last December. At best, however, 


6914 
683 
109,040 
1,370 
73,639 
563,431 (ac) 


04% 





CORN 
Price cents per bu. Chi. closing 
Ma Apr. 
Apr. 


13 59% 
13 60% 
Apr. 6 25,039 
Apr. 6 38,375 
1939 2,619,137 


Evoens bu. (000's) since July 1 to. 
Visible Supply bu. (000's) as of... 
Gov't Crop Est. bu. (000's) (final). . 








24,917 
38,518 


the current crop promises to be considerably 
smaller than last year. 
& & 


57 
5814 


ATH, 

4914, 
63,760 
41,544 
2,562,197(ac) 


Corn. Higher prices recorded last week were 
without the benefit of any appreciable increase in 
buying activity. On the basis of demand pros- 
pects, however, com seems likely to continue in 
@ narrow price range. 
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Latest Previous 
Wk. or Mo. Wk. or Mo. 


Year 
Ago 


PRESENT POSITION AND OUTLOOK 





COPPER 
Price cents per Ib. 


Export f. a. s. N. ¥ 
Refined Prod., Domestic (tons) 
Refined Del., Domestic (tons) 
Refined Stocks, Domestic (tons)... . 
Refined Prod., World (tons) 
Refined Del., World (tons) 
Refined Stocks, World (tons) 


11.25 
11.20 
82,761 
63,215 
145,393 
173,205 
180,433 
513,670 


.13 11.50 
.13 11.50 
86,295 
64,376 
.31 159,795 
158,236 
181,487 
31 490,419 


139,483 
177,580 
523,196 





TIN 
Price cents per lb. N. ¥ 
Tin Plate, price $ per box 
World Visible Supply tf as of 


U. S. Visible Supplyt as of 


46,625 
5.00 
32,339 
9,244 
17,970 


45.50 
5.00 
33,148 
6,600 
15,619 


46.50 
5.00 
37,788 
4,155 
10,786 





LEAD 
Price cents per Ib., N. ¥ 
U. S. Production (tons) 
U. S. Shipments (tons) 
Stocks (tons) U. S., as of 


5.10 
43,317 
39,176 
72,658 


5.00 
49,683 
39,875 
68,539 


4.15 
39,336 
34,421 

122,112 





ZINC 
Price cents per Ib., St, Louis 
U.S. Production (tons) 
U. S. Shipments (tons) 
Stocks (tons) U. S., as of 


5.75 
57,620 
51,095 
73,611 


5.75 
54,532 
53,048 
67,086 


4.50 
45,084 
45,291 

127,985 





SILK 
Price $ per Ib. Japan xx crack 
Mill Dels. U. S. (bales), season to... 
Visible Stocks N. Y. (bales) as of. . 


2.85 
21,685 
45,887 


2.55% 
22,485 
50,306 


2.45% 
37,863 
23,116 





RAYON (Yarn) 
Price cents per Ib 
Consumption (a) 
Stocks as of (a) 


53 53 
29.7 31.4 
8.3 7.0 


51 
25.7 
39.6 





WOOL 
Price cents per Ib. tops, N. Y 


101% 100 


8314 





HIDES 
Price cents per lb. No. 1 Packer... 
Visible Stocks (000’s) as of 
No. of Mos. Supply as of 


13% 
12,845 
6.9 


12% 
13,044 
71 


9%, 
13,453 
7A 





RUBBER 
Price cents per Ib 
SN IO. T cs os vied s cece tec 
Comet: U.S. Ve ose ik es oes 
Stocks, U. S., as of 
Tire Production (000’s) 
Tire Shipments (000's) 
Tire Inventory (000's) as of 


18.81 
43,088 
49,832 

148,776 

4,911 

4,118 
10,157 


18.50 
72,496 
54,978 

156,830 

4,971 
4,216 
9,389 


15.75 
36,490 
42,365 

217,534 

4,233 
3,640 
9,573 





COCOA 
Price cents per lb. May 
Arrivals (thousand bags) 
Warehouse Stocks (thousand bags).. 


5.64 
207.6 
1,077 


5.50 
438.0 
1,064.3 


4.29 
575 3 
i260 








COFFEE 
Price cents per 5 (c) 
Imports, season t 
U. S. Visible hele (bags 000's). . 


Apr. 
Apr. 


1% 
10,620 
1,507 


1% 
9,132 
1,543 


7% 
10,420 
1,446 | 








SUGAR 


=: cents per Ib. 


Refined (immediate shipment) .. 
U. S. Deliveries (000's)* 
UL S. Stocks (000’s)* as of (rr) 





Apr. 13 
Apr. 13 
2 mos. 

Feb. 29 


Copper. Prices were advanced to 11.50 
cents and export prices after having fallen below 
the domestic figure rebounded sharply to estab- 
lish a premium of about 1714 points at the week's 
close. Fairly substantial export tonnage was 
booked and domestic sales up until April 12, to- 
taled 16,766 tons as compared with 10,045 tons 
a month ago. Deliveries to domestic consumers 
last month totaled 64,376 tons, a gain of about 
1,000 tons. Refined stocks increased 14,102 


. tons. 


> * _ 

Tin. Prices rose last week to 471 cents. Al- 
though buying interest was short lived, prices held. 
The world’s visible supply of tin decreased 809 
tons during March. Domestic tin plate mill ac- 
tivity has been rising. 

* 


Lead. 


Following a series of reductions ag- 


gregating $5 a ton, prices were advanced $2 a ton 
last week to 5.10 cents a pound, New York. Pro- 
ducers reported large tonnage sales, and while 
sales near the close of the week dropped off busi- 
ness continued in satisfactory volume. 

2 * z 


Zine. Stocks of all grades of zinc increased 
6,525 tons during March. Production rose 3,088 
tons, while shipments for the month were off 1,953 
tons. Buying interest was active and large tonnage 
sales were reported last week, despite a drop in 
galvanizing operations. Reports were current that 
large foreign orders for galvanized sheets had been 
placed. 


Silk. After declining to new low levels for 
the current contract; silk prices recovered sharply 
following reports that Japan would ease restric- 
tions on home consumption. On Wednesday of 
last week gains of 15 to 18 cents a pound were 
shown. Week-end reaction was moderate as buy- 
ing interest withdrew. Domestic mill takings in 
March, with the exception of last December, were 


the lowest in recent years. 
. 


* * s 


Rayon. With wali quarter pulp require- 
ments already contracted for, it is unlikely that 
rayon producers will be compelled to raise prices 
before the third quarter. Stocks at the present 
time are equal to only two weeks’ requirements. 

* * 


* 

Hides. Both spot and futures prices have 
rallied briskly, after prices had previously declined 
to the lowest levels since the outbreak of the war. 
Stocks at the end of February were the lowest for 
that month since about 1890. 

* * + 


Rubber. Price outlook is confused by doubts 
as to whether the latest moves on the European 
war fronts will have the effect of increasing avail- 
ible rubber supplies, or restrict them. Shipping 
space is believed to be adequate to assure prompt 
receipt of all domestic requirements. Domestic 
consumption is due to decline. Meanwhile world 
stocks are large. 

s a + 

Cocoa. Prices have moved upward in response 
‘o increasingly tight spot supplies. Reserve sup- 
plies have been declining steadily. Supplies in 
warehouses and with manufacturers have been re- 
duced substantially and receipts thus far this year 
were about 565,000 bags less than in the first quar- 
ter of 1939. Meanwhile export demand for cocoa 
beans and butter is very heavy. 





t—Long tons. 


*—Short tons. (a)—Million pounds. (ac)—Actual. 


(c}—Santos No. 4 N. Y. (pl)—Preliminary. (rr)}—Raw and 
refined. (X)—No foreign statistics allowed to be sent from abroad because of war conditions. 
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Money and Banking 





Year 
Ago 


Previous 


Week 


Latest 


Week COMMENT 


Date 











‘INTEREST RATES 

Time Money (60-90 days) 
Prime Commercial Paper 
Call Money 

Re-discount Rate, N. Y 


CREDIT (millions of $) 
Bank Clearings (outside N. Y.)..... Apr. 
Cumulative year's total to Apr. 
Bank Clearings, N. Y Apr. 
Cumulative year's total to Apr. 
F. R. Member Banks 
Loans and Investments 
Commercial, Agr., Ind. Loans.... 
Brokers Loans 
Invest. in U. S. Gov'ts 
Invest. in Gov't Gtd. Securities... 
Other Securities 
Demand Deposits 
Time Deposits 

New York City Member Banks 
Total Loans and Invest 
Comm'l, Ind. and Agr. Loans... . 
Brokers Loans 
Invest. U. S. Gov'ts 
Invest. in Gov't Gtd. Securities... 
Other Securities 
Demand Deposits 
Time Deposits 

Federal Reserve Banks . 
Member Bank Reserve Balance... 
Money in Circulation 
Gold Stock 
Treasury Currency 
Treasury Cash 
Excess Reserves 


The feature of the banking news of the past 
week was the timely manner in which New York 
City Member Banks gave their support to the 
government bond market, when prices weakened 
following the Scandinavian invasion by Germany. 
New York banks last week acquired $26,000,000 
of Treasury bonds and $6,000,000 in Treasury 
notes. Last September at the outbreak of the 
war it was necessary for Federal Reserve banks to 
lend support to the market to the tune of more 
than $400,000,000. Last week, however, secur- 
ity holdings of Federal Reserve banks were un- 
changed. Bond portfolios of New York City 
197 banks, on the other hand, were the largest on 

record, the figure reported totaling $2,526,- 


8,145 
2.035 000,000. Pa 


3,290 
16,072 
5,215 


114%. 
US 
1% 
1% 


1%4% 1%4% 
Ye-1% 
1% 


1% 


Apr. 
Apr. 
Apr. 
Apr. 





2,587 
34,729 
3,745 
44,534 


2,169 
31,866 
3,164 
48,078 


23,315 
4,414 
625 
8,848 
2,380 
3,438 
19,175 
5,355 


21,634 
3,838 





Loans to commerce, industry and agriculture 
by New York City Member banks declined 
$23,000,000 last week, the sharpest drop since 
commercial. borrowings began a seasonal increase 
11386 in mid-February. As a consequence, the net 
541 gain in business loans has now fallen to 
3,943 $25,000,000. des ake 
1,050 E 
1991 xcess reserves of all banks rose $130,000,000 
7994 last week to $5,950,000,000. It appears vir- 
695 tually certain that the $6,000,000,000 level will 
be reached in the near future, for the first time in 
the history of the country. Contributing to the 
gain last week were gold receipts totaling 
$53,000,000 and Treasury expenditures of 
$102,000,000. Money in circulation declined 
$12,000,000 in the latest week. 
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* * 
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12,575 
7,509 
18,523 
2,993 
2,353 
5,950 


Latest 
Month 
134.9 


12,395 
7,521 
18,470 
2,991 
2,372 
5,820 


Last 
Month 
256.2 


9,528 
6,835 
15,430 
2,842 
2,707 
3,880 


Year 
Ago 
99.7 


Apr. 
Apr 
Apr. 
Apr. 
Apr. 





War developments last week did not have any 
noticeable effect upon the market reception ac- 
cording several new issues which were offered. 
Barring unforseen developments a number of large 
Mar. 29.1 45.4 53.0 scale refunding operations will probably reach 
Mar. 105.8 210.8 46.7 the market in the near future. 
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No. of 
Issues (1925 Close—100) 
309 COMBINED AVERAGE 


Apr. 6 Apr. 13 
68.07h 67.13 
58.80h 57.22 


Low 
64.02 
53.75 


(Nov. 14, 1936 Close—100) High 
100 HIGH PRICED STOCKS... 68.07 
100 LOW PRICED STOCKS.... 58.80 


2 Mail Order 
4 Meat Packing............ 
13 Metals, non-Ferrous 


Low Apr. 6 Apr. 13 
62.1 67.1h 65.4 


High 
67.1 





87.7 94.9H 91.7 
52.7 58.6 61.8h 
147.0 155.5 158.4h 
13.0 14.4 17.1H 
19.1 Boat 82.8 
46.8 53.9 50.4 


94.9 
61.8 
158.4 
17.1 
86.7 
57.6 


99.2 
26.1x 
94.3 
11.6 
233.6R 
11.8 


91.4 103.6h 
26.1 28.8h 
82.1 96.2h 
10.8 12.0h 
185.3 231.7 
10.8 12.3h 


103.6 
28.8 
96.2 
12.0 

233.6 
12.3 


5 Agricultural Implements. . . . 
6 Amusements 

15 Automobile Accessories. . . 

12 Automobiles 

12 Aviation (1927 Cl._—100).. 
3 Baking (1926 Cl.—100).... 


| 12 Petroleum 
18 Public Utilities 


3 Business Machines 
9 Chemicals 
20 Construction 
5 Containers 
9 Copper & Brass 
2 Dairy Products 
7 Department Stores 
6 Drugs & Toilet Articles 
2 Finance Companies 


3 Food Brands 

4 Furniture 

3 Gold Mining 

6 Investment Trusts 


3 Liquor (1932 Cl.—100).... 


164.2 
116.2 


107.6 110.5 
157.9 174.1h 
30.7 32.7 
223.2 251.1H 
91.0 103.6h 
30.8 33.6 
19.4 20.8 
45.9 55.th 
265.4 272.1h 
96.4 117.8R 
44.8 50.6H 
51.0 54.9 
815.4 844.2 
21.2 24.5h 
150.0 164.2h 
107.3 115.8 


107.6 L 
169.6 
31.0 
249.1 
103.3 
33.5 
20.3 
55.0 
270.5 
115.4 
50.5 
52.1 
823.7 
22.7 
160.9 
111.1 








3 Radio (1927 Cl.—100)..... 
9 Railroad Equipment 
22 Railroads 


2 Shipbuilding 
11 Steel & Iron 


3 Telephone & Telegraph... .. 
4 Textiles 
4 Tires & Rubber 


4 Traction 
4 Variety Stores 
20 Unclassified (1939 Cil.— 


12.9 
53.2 
13.6 
2.7 
108.0 
85.9 
29.7 
180.2 
47.5 
55.3 
15.3 
89.9 
43.4 


10.4 12.9h 
44.3 50.0 
10:2 12.9 
24 27h 
73.5 97.0 
72.9 84.1 
24.3 27.9 
162.1 171.5 
43.1 45.0 
49.0 55.3h 
13.9 15.3h 
86.5 89.8 


12.0 
48.0 
13,2 
2.6 
108.0 R 
81.7 
29.7h 
180.2S 
43.1 
55.2 
14.2 
89.9H 


35.3 43.4H 43.3 
230.7 248.3h 240.0 


95.1 100.2 


100.4 








R—New HIGH record since,1932. S—New HIGH record since1934._ H—New HIGH since 1937. h—New HIGH this year. 
L—New LOW since 1937. x—New LOW 'this vear. 
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The Personal Service Department of Tue Macazine or Watt Srreer will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 
4, 


envelope. 


If not now a paid subscriber use coupon elsewhere in this issue and send check 
at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Congoleum-Nairn, Inc. 


Please review for me Congoleum-Nairn’s 
recent trend of sales and earnings. You ran 
a brief appraisal in the Magazine early in 
February but it didn’t say much about sales 
and profit margins. Also include progress of 
so-called wall-linoleum line. Is this new fea- 
ture to be advertised extensively? What do 
you advise with regard to 160 shares at 
32144?—C. L. K., Roanoke, Va. 


Congoleum-Nairn reported earn- 
ings of $1.70 per share for 1939 as 
against $1.02 a share in the preced- 
ing year. The company is, as you 
know, the most important manufac- 
turer of felt base floor coverings 
and linoleums. Extensive advertis- 
ing and a well regarded product 
have resulted in a strong trade posi- 
tion which has been reflected in the 
good record of the company, earn- 
ings having been reported in even 
the worst of the depression years. 
Constant development of new prod- 
ucts has widened the already exten- 
sive line of the company and these 
new items are believed to offer at- 
tractive possibilities for profits. 
Sales of wall linoleum are under- 
stood to be increasing and are likely 
to be of greater importance to earn- 
ings in the future. The bulk of sales 
is for replacement purposes and 
thus consumer purchasing power 
plays an important part in deter- 
mining the level of sales volume. 
Business of the company is largely 
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domestic and the company is there- 
fore not faced with any serious threat 
to markets on account of the war, nor 
has the war as yet interfered with 
the concern’s principal sources of 
supply. Possible increases in price 
of such materials as cork and linseed 
oil, which account for a large part 
of production costs, can probably 
be passed on to the consumer, thus 
protecting profit margins. Earnings 
should also be aided considerably by 
recent completion of plant consoli- 
dation which is expected to result in 
further efficiency. Finances con- 
tinue to be maintained in a very 
satisfactory position, the balance 
sheet for the 1939 year-end disclos- 
ing cash and government securities 
well in excess of total current liabili- 
ties. The strong finances of the 
company have permitted a liberal 
dividend policy in the past and con- 
tinuation of at least current dis- 
tributions, supplemented from time 
to time by extras, is looked for. With 
the outlook pointing toward increas- 
ing sales and maintenance of profit 
margins, further earnings improve- 


ment should be witnessed over com- 
ing months, giving the stock a good 
degree of appeal for both apprecia- 
tion possibilities from current levels 
as well as for the reasonable income 
which is afforded. We believe that 
continued retention of your holdings 
will prove worthwhile. 


Life Savers Corp. 


Would you take profits on 200 shares of 
Life Savers common at the present time or 
hold for further appreciation and income? 
Please give me the latest data and sales 
trend. Also advise on profits for first quarter, 
if these figures are available. Is the company 
planning to manufacture any new candy 
products?—A. N., Chicago, Il. 


Because of Life Saver’s position 
in its industry and the stable sales 
characteristics of its products, earn- 
ings of the concern have a relatively 
good degree of constancy. Results 
for 1939 were equal to $2.98 per 
share as against $2.81 per share in 
the . preceding year. Being the 
principal factor in the packaged hard 
candy field, the company accounts 
for about 90% of domestic sales of 
mints and in the neighborhood of 
about 60% of fruit drops. Two 
types of throat drops are also manu- 
factured, but these are not nearly 
so important to profits as the above 
mentioned items. Distribution is 
effected on a rather wide scale with 
products being sold directly to large 
chain organizations, to approxi- 
mately 8,000 wholesalers and to the 
ultimate consumer through more 
than 300,000 retail outlets. The low 
selling price of each unit makes for 
relatively good stability in sales, al- 
though changing levels of consumer 
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purchasing power do have some 
effect on volume. Sales should ac- 
cordingly be at somewhat higher 
levels over coming months and out- 
put of its Canadian subsidiary is ex- 
pected to increase sufficiently to off- 
set higher taxes there. Profit mar- 
gins are expected to be well main- 
tained since possible higher manu- 
facturing costs will likely be offset 
by increased sales volume. Finances 
of the company are quite sound, the 
balance sheet as of the 1939 year- 
end disclosing that cash, which was 
shown in the amount of $1,140,752, 
was more than 2% times total cur- 
rent liabilities. Dividends are ex- 
pected to be maintained at about 
current levels, For the investor 
who places a secure income and a 
relatively good degree of price sta- 
bility ahead of speculative apprecia- 
tion possibilities, the stock of Life 
Savers makes a very desirable hold- 
ing and we recommend its retention 
principally for the income which is 
afforded. 


North American Aviation 


Can you substantiate rumors that the 
French and British governments recently 
placed heavy orders with North American 
Aviation? Are profit margins maintaining 
the same spread as in 1989?—Larger or 
smaller? Also please advise if the company 
has worked off much’ of its large backlog. I 
already own 135 shares; should I purchase 
more?—M. C. N., Aberdeen, Md. 


North American Aviation Co. 
now confines its activities entirely to 
the manufacture of military aircraft 
such as bombers, observation, basic 
combat and training planes. For 
some time past a good part of its 
output has been taken by the 
United States Army, a smaller part 
by the United States Navy, and for 
a year or so the concern has obtained 
considerable business from foreign 
Governments, important to the com- 
pany from an earnings standpoint 
because of wider profit margins. 
Earnings for 1939 of $2.06 per share 
were sharply improved over the 55 
cents per share reported for the 
preceding year and were the result 
of foreign business which accounted 
for the major part of sales for that 
year. Backlog was recently esti- 
mated at about $52,000,000 which 
compares with $10,914,000 on Janu- 
ary 1, 1939, and was largely due to 
orders from the British and French 
Governments as well as because of 


the company’s obtaining a substan- 
tial part of an order from the United 
States Army. This backlog assures 
operation at a high rate for some 
time to come and indicates that 
profit margins during the balance of 
the year are likely to be well main- 
tained. Profits for the first quarter 
of the current fiscal year are: be- 
lieved to have been in the neighbor- 
hood of the 59 cents per share re- 
ported for the fourth quarter of the 
preceding year for, although ship- 
ments are at a comparatively high 
rate, expenditures for plant expan- 
sion and rehabilitation prevented 
expansion of profit margins some- 
what. However, it is expected 
that results for the full 1940 
year will be considerably improved 
over 1939 earnings. Operating 
results have been consistently im- 
proving since 1933 and continua- 
tion of this trend is expected. 
Finances of the company are main- 
tained in good order, the balance 
sheet for the 1939 year-end disclos- 
ing current assets of $20,506,946 as 
against current liabilities of $12,- 
765,582. Capitalization is simple, 
capital stock outstanding in the 
amount of 3,435,033 shares having 
the only claim on assets and earn- 
ings. Dividend policy has in the 
past been liberal in relation to earn- 
ings and it is expected that disburse- 
ments will be at least at current 
levels. The stock has a relatively 
good degree of speculative appeal at 
current levels and we would not 
object to further moderate commit- 
ments for averaging. 


Omnibus Corp. 


Am still holding 125 shares of Omnibus 
Corp. common stock on your advice. Has 
their situation changed any since December? 
Should I continue to hold? How are com- 
pany’s bus lines out of New York faring? 
Have any new lines been added? Would 
appreciate your comment now. Please in- 
clude latest earnings, profit margins and 
financial status—Mrs. P. B. H., Augusta, 
Ga. 


Omnibus Corp., a holding com- 
pany, controls New York Omnibus 
Corp., Fifth Avenue Coach Co. and 
Chicago Motor Coach Co. which 
provide bus transportation facilities 
in New York and Chicago. There 
are several other small subsidiaries 
but these are of relatively little im- 
portance. Business conditions and 
rates of employment largely deter- 


mine the trend of system revenues. 
Income of the parent is derived sole- 
ly from returns on its investments. 
Prior to 1937 earnings were none too 
favorable but in that year income 
benefited from the change over to 
busses from trolleys by New York 
Omnibus Corp., successor to New 
York Railways and net for the year 
was equal to $1.74 a share. In both 
1938 and 1939 returns equalled $1.72 
a share. Finances of both the sys- 
tem and the parent are sound. Cap- 
italization consists of 624,383 com- 
mon shares, 61,991 preferred shares 
and long term debt payable to the 
Fifth Avenue Coach Co. of $5,399,- 
618. So far this year passengers 
carried by the system as a whole are 
moderately above year earlier levels 
in reflection of present good levels of 
employment and business activity in 
the serviced areas. The trend is 
likely to continue but increased op- 
erating expenses and taxes may have 
a retarding effect on earnings gains 
which, however, should be fairly well 
maintained over the intermediate 
term. No early change in the pres- 
ent $1.20 annual dividend rate is 
anticipated. The longer term out- 
look is made somewhat uncertain 
because of the upward trend in re- 
cent years of wages, operating costs 
and taxes. Nevertheless, we feel 
that the shares merit retention at 
this time for the income afforded and 
possible moderate appreciation. 


Twentieth Century-Fox Film Corp. 


Would you say that 20th Century-Fox 
common has been oversold? It seems to me 
that the curtailment of foreign markets, due 
to the war, should be amply discounted by 
now and that the shares should be at better 
levels than the current 1144-12. Frankly, I 
am disappointed by recent market action and 
would like your recommendation on 175 
shares at 25%.—B. G., Sandusky, Ohio. 


Formed in 1935 as a consolidation 
of Fox Film and Twentieth Century 
Pictures, Twentieth Century - Fox 
Film Corp. now ranks as one of the 
leading organizations in the motion 
pictures industry. The company is 
completely integrated and conducts 
its activities on an international 
scale. Foreign operations normally 
account for about 30% of film 
rentals but a somewhat lesser por- 
tion of total income. An indirect 
interest is held in Gaumont British 
Pictures Corp., Ltd., which pro- 

(Please turn to page 63) 
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34% Profit in Past Year 
Through FORECAST 
Short Term Advices 
AD you enrolled with THE 
FORECAST just a year ago 
« in April 1939... . 
have made a profit of approximately 
$1,701.25 on $5,000 capital. 
This 34% profit would have been 


available through taking advantage 
term 


you could 


three short 
Trading Advices, 
and 


in 10 share units 


of wires in our 
programs 
Bargain Indicator Unusua! 
Opportunities ... 


on an outright basis or virtually so. 


These three short term programs 
may be followed individually or in 
their entirety. They are highly spe- 
cialized . . . fitted to your wishes, 


capital and objectives. 

Our past year's record shows 208Y% 

points profit with 38!/4 points loss 
. summarized as follows: 


Points Profit 


Trading Advices 
Bargain Indicator 
Unusual Opportunities 


All Three Programs 


The above figures represent gross 
We that 10% 


cover commis- 


profits. estimate 
brokerage 
odd lot differentials, 
etc., leaving a net profit of close 
to 25%. Of course, operating in 
a greater unit of shares than 10 


would 


sions, taxes, 


would reduce expenses and increase 
profits proportionately. 








Free Air Mail Service 


[] Check here if you wish Air 
Mail and it will expedite delivery 
of our weekly and special bulle- 
tins. 


FREE in such cases 


This service is provided 
in United 
States and Canada. 


hr, 








90 BROAD STREET 


I enclose (] $75 to cover a six months’ test subscription; (1 $125 to cover a full year’s subscrip- 
tion to The Investment and Business Forecast with service starting at once 
dune 1, 
service by mail. 


Send me collect telegrams on all recommendations checked below. 
our Private Code after our Code Book has had time to reach you.) 
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War Market Phase... 


-~pD ml NG. . e + . © 
A SI READING and intensified European war crystallizes memories of 
+ 1915 .. When leading averages doubled in value while individual 
securities multiplied their prices 5 to 10 times or more. 


1940 can bring a comparable situation. The groundwork is now being 
laid. While price gains should be more moderate, due to generally 
larger capitalization . . . sensational appreciation can be shown by direct 
and indirect beneficiaries of expanding hostilities . so-called “war 


brides.” 


Today’s war activities require tremendously larger expenditures than 
25 years ago and we are in a much better position to supply the demand. 
Considering the accelerated phase which the war has just entered . 
with the Allies having billions of dollars of purchasing power in this 
country and with Canada, Great Britain’s arsenal, at our borders ... war 
needs can create a domestic boom with increased trade filtering into 
many outlets. 


Have THE Forecast Guide You 
in the Profitable Markets Ahead 


To safeguard and increase your security capital, you must concentrate 
in carefully selected issues and be prepared to take advantage of volatile 
and, at times, jittery markets. Hazards will exist but the rewards will 
be great for those who act promptly and with foresight. 


We sincerely believe that THE Forecast can serve your profitably at 
this time and over the months to come ... the year ahead. First, we 
will counsel you in readjusting your present securities to the new situa- 
tion and outlook. Second, we will act to have you avoid severe reactions 
and profit through sharp advances. Third, we will select for you po- 
tential market leaders of important upmoves. 


Enroll with THE Forecast today ... to participate in our current ad- 
vices and in our new recommendations of exceptional profit opportuni- 
ties as they develop. 
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TRADING 
ADVICES 


BARGAIN 


Active Common Stocks for Short Term Profit. One or two wires 
a month. Maximum of five stocks carried. $2,000 capital suffi- 
cient to buy 10 shares of all recommendations, on outright basis. 


Dividend-paying Common Stocks for Profit and Income. One or 
two wires a month. Maximum of five stocks carried. $2,000 


We serve only in an advisory INDICATOR 
capacity, handle no funds or se- 
curities and have no financial in- 
terest in any issue or brokerage 
house. Our sole objective is the 
growth of your capital and in- 
come through counsel to minim- 
ize losses and secure profits. 


capital sufficient to buy 10 shares of all advices, on outright basis. 


Low-priced Common Stocks for Market Appreciation. One or two 
wires a month. Maximum of five stocks carried. $1,000 capital 
sufficient to buy 10 shares of all advices, on outright basis. 
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National Cash Register 





(Continued from page 41) 


Needless to say, foreign exchange 
fluctuations, particularly with ref- 
erence to sterling and the Canadian 
dollar, have constituted a serious 
problem, and restrictions on trans- 
fers of funds have not simplified 
the matter any. Insofar as it has 
been possible, the company has 
sought to hedge against this sort 
of thing, resorting, among other ex- 
pedients, to foreign bank loans 
through its overseas subsidiaries. 
However, the consolidated balance 
sheet as of last December 31 re- 
vealed no specific reserves against 
foreign exchange fluctuations. 

National Cash Register’s lot at 
this point is by no means a happy 
one and the chances are, unless 
domestic and neutral business stages 
a fairly spectacular rise, that earn- 
ings will be lower again this year or, 
at least, very little improved. 

From a longer range viewpoint, 
however, the outlook is by no means 
black and it is entirely logical to 
expect that the company will make 
a full comeback with the ultimate 
cessation of hostilities. A war orphan 
now, Cash Register will be among 
the leading peace babies later on. 





The "Good Old Days" Are 
Gone, But Good News Days 
Are Coming 





(Continued from page 17) 

age business but for the poten- 
tial customers because—curiously 
enough—this New Deal era has 
brought with it remarkable oppor- 
tunities for shrewd security buyers 
whether their objective has been ap- 
preciation or income; and those who 
have missed these opportunities be- 
cause of lack of shrewdness can 
hardly blame that shortcoming on 
the New Deal! 

While we would be the last to con- 
tend that unstable security markets 
are a good thing for the country, 
neither can it be denied that the op- 
portunities presented to the security 
buyer seeking appreciation are al- 
ways proportionate to the speed and 
scope of price fluctuations. Of broad 
and fast price movements we as- 
suredly have had plenty in recent 


years. No earlier bull market, not 
even the one ending in 1929, ever 
matched the 1932-1937 rise in per- 
centage advance; nor, for that mat- 
ter, did any earlier bear markets 
offer greater scope for the talents of 
short-sellers than those of 1929-1932 
and 1937-1938. 


The most practical way to mea- 
sure both speed and scope of a major 
market swing is to calculate such 
swing in terms of percentage advance 
or decline for each elapsed trading 
day. We have applied such a cal- 
culation to the market history of the 
past forty years. Over the thirty 
years ending with 1929, the average 
net movement per day on the major 
swings amounted to just over one- 
tenth of 1%. In the decade since 
1929 this figure has been increased 
by almost 75% to a movement of 
0.174% per day. 

True, the New Deal market puts 
greater demands on judgment and 
timing than did former markets. 
On the other hand, stock price trends 
are geared more closely than for- 
merly to industrial trends, and the 
business statistics available to the 
individual today are much more 
complete, reliable and timely than 
they were in the ’20’s. If one can 
not make effective use of the new 
tools or adjust investment and spec- 
ulative technique to new conditions, 
there is neither logic nor profit in 
blaming the market or the gentle- 
man who happens to occupy the 
White House. 

Although wide fluctuations in 
prices have reflected proportionately 
sharp variations in earning power— 
and this in theory would seem to put 
the income investor on a tough spot 
—the paradoxical fact is that the 
record of total dividends paid by 
companies listed on the New York 
Stock Exchange has been, and is 
now, quite impressive. Figured on 
average market prices, the average 
yield on these issues was 4.7% for 
the period 1929-1938 inclusive and 
it was 4.4% in 1939. This covers 
all listed common stocks, of which 
only 56% paid dividends at all in 
the average year. This means that 
the return available on dividend- 
paying issues was_ substantially 
higher. Especially when considered 
in relation to prevailing low money 
rates, the income yields available 
today on literally scores of sound 
stocks are far more attractive than 
in 1929. In short, in these good new 


days, the investor—like the con- 
sumer—gets much more for his 
money than in the “good old days.” 

Paradoxically, many of the na- 
tional problems that our defeatists 
view as fundamental would be con- 
sidered as blessings in most other 
countries on this troubled globe. We 
are worrying over problems of sur- 
plus—surplus labor, surplus mate- 
rials, surplus capital. Among most 
other peoples of the world the basic 
problem is deficiency. 

This difference is really funda- 
mental; and if we can not solve the 
problems of the world’s only abund- 
ance economy we do not deserve our 
good luck. We know how to pro- 
duce an abundance of everything, 
but we are dubious of our ability to 
solve the problem of distribution. 
Early in the New Deal the only 
remedy we could think of was re- 
striction of production and this de- 
featist philosophy was just as pre- 
valent among business men as among 
government officials. It is a philos- 
ophy that dies hard, but it already 
has been greatly modified and almost 
certainly will be further modified. 
So far as Government policy is con- 
cerned, it now appears to be applic- 
able only to the farm problem. It 
is a far cry from N R A days to the 
present policy of favoring the max- 
imum possible reduction of industrial 
price through improved technology. 
We even see the beginnings of a 
Federal drive against labor union 
restrictionism. 

While not approving necessarily 
of the methods, many enlightened 
business men are in general accord 
with the New Deal’s new price phil- 
osophy. Many others, clinging to 
price maintenance, are fighting a 
rear-guard action. 

Fortunately, the automatic, com- 
petitive pressures of the capitalist 
system inevitably guarantee con- 
tinued long term revaluation upward 
of the purchasing power of the con- 
sumer’s dollar, regardless of cyclical 
fluctuations which temporarily ob- 
scure the picture. 

Examined in true perspective, the 
distribution problem is chiefly a pro- 
duction problem. The only feasible 
way of bringing about any enduring 
increase in our collective purchasing 
power—thereby broadening the con- 
suming markets—is by producing 
more and better goods at lower prices 
via the road of technological prog- 
ress. That’s the way to get more 


THE MAGAZINE OF WALL STREET 





19 
Wl] 
be 
vi 
di 
th 
in 

pu 
of 

on 
co 
19 
th 
me 
im 
re] 
iss 
su 
ae 
lat 
ref 


AF 










re- 
le- 
re- 
ng 


IS- 


yst 


m- 
list 
n- 
urd 
on- 
cal 
ab- 


the 
FrO- 
ble 
ing 
ing 


ing 
ces 
og- 
ore 












| ’ 
' 
b 
$ 


dollars and bigger dollars into every- 
body’s purse. It is the general ap- 
proach we are following right now— 
so much so that even in the war 
atmosphere of the past seven months 
we have seen business in the main 
wisely avoid so far as possible any 
temptation to raise prices of finished 
goods. 

We are on the right road. We 
have turned our backs on both the 
“get rich quick” delusions of 1929 
and the panaceas, nostrums and 
short cuts to utopia of 1933. As a 
people we are viewing our economic 
relations with increased realism, our 
political and social relations with 
increased tolerance. Can this road 
fail to take us te a greater and 
sounder prosperity than we have 
ever before known? 





The Bond Bulletin 





(Continued from page 35) 


Good bonds obtainable under 
their call price and which yield an 
attractive return are the exception 
rather than the rule. Utah Pwr. & 
Lgt. Ist 5’s 1944 appear to be an 
exception. The issue is a first mort- 
gage obligation of a public utility 
operating company. Fixed charges 
last year were covered slightly bet- 
ter than 1.5 times and coverage over 
the past ten years has averaged bet- 
ter than 1.4 times. The issue is call- 
able at 105 and at recent levels 
around 102 afford a current yield of 


4.9%. 


International Paper refunding 6's 
1955 warrant consideration for funds 
where some sacrifice in quality can 
be made in return for a gencrous 
vield. Recent developments in Scan- 
dinavia appear likely to redound to 
the benefit of International Paper 
in the form of higher prices for wood 
pulp and paper and the recent action 
of directors in declarmg a dividend 
on the 5% preferred stock of the 
company, the first since December, 
1937, may be accepted as evidence 
that earnings last year, and in recent 
months, have undergone encouraging 
improvement. The company’s full 
report for 1939 has not been 
issued as yet. With the benefit of 
sustained improvement in earnings, 
it is possible that the company may 
later this year be in a position to 
refund this issue. Call price, 105. 
Recent quotation, 99. 


* * * 
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Studebaker 


gains 7% 


First 3 mo 


over 1939 


* 


nths of 1940 


far ahead 


of same period last year 


TUDEBAKER progress contin- 
ues to be the talk of the auto- 
motive industry. 

With competition more intense 
than ever before, Studebaker’s 
great line of passenger cars, com- 
mercial cars and trucks keeps on 
gaining in sales to a point where 
Studebaker business for the first 
three months of 1940 is 87% ahead 


of the same period of last year. 


Studebaker value 
is the best Studebaker 
salesman! 

Studebaker’s three great passenger 
cars—the Champion, Commander 
and President—have unqualifiedly 
proved their superior gas economy 
in this year’s Gilmore-Yosemite 
Sweepstakes. 

With expert drivers and low- 
extra-cost overdrive, these three 
roomy, powerful, sure-footed 
Studebakers took the first three 
places in that official contest. They 
averaged 29.19 miles per gallon, 


24.72 miles per gallon and 23.40 


STUDE 


GREAT 


Founded 


THE 


* 


miles per gallon against all cars. 

And the Studebaker value, mani- 
fested by this economy, is dupli- 
cated in savings on oil and mechan- 


ical upkeep, too. 


The swing to Studebaker 
is evident among dealers 
as well as public! 


All over the nation, some of the 
most successful, most financially 
solid distributors and dealers are 
taking over the Studebaker line 
because of its swiftly increasing 
public popularity. 

As the Great Independent of the 
motor car industry, Studebaker 
gives dealers unusual latitude in 
operating their business their own 
way. Studebaker is known as Amer- 
ica’s Friendliest Factory. 

See your local Studebaker dealer 
now, if you are interested in the 
year’s best buy in passenger cars, 
commercial cars and trucks. Lib- 
eral trade-in allowances are made 
and you can finance your payments 


on easy C.I.T. budget plan terms. 


BAKER 


INDEPENDENT 


in 1852... 


World’s Oldest Vehicle Manufacturer 




















Projecting 1940 Earnings 
Trends 





(Continued from page 23) 


which should sustain operations at 
good levels until new orders begin 
to appear. 

The rails themselves continue to 
do somewhat better than a year ago 
although the current betterment is 
only about 5%. As the year pro- 
gresses, favorable comparisons with 
a year before will become increasing- 
ly difficult. On the whole, the roads 
will be very lucky if they can retain 
the present lead over last year’s re- 
sults. 

Among the industries whose pres- 
ent circumstances make the nearer 
term future prospects seem drab 
are the petroleum, motion picture 
and many of the branches of the 
textile industry. The petroleum in- 
dustry is beset with its usual spec- 
ters of over-production and weak- 
ness of the price structure. This 
time the over production lies in the 
motor fuel division where it has been 
necessary to store up the unprece- 
dentedly high inventory of more 
than 101,000,000 barrels of gasoline. 
The season of good gasoline con- 
sumption is close at hand but it is 
not likely that many of the smaller 
refiners will be able to withhold 
their surplus product from the mar- 
ket much longer. Even should a 
selling price decline not prove neces- 
sary, the heavy inventories will take 
a long time to move into consump- 
tion with the result that profit mar- 
gins—never robust—will be further 
pared down to the extent of the 
costs of longer storage. 

Gross theatre receipts are at a new 
high record but that does not spell 
prosperity for the entire motion pic- 
ture industry. The greatest single 
factor in this increase is Metro- 
Goldwyn-Mayer’s (Loew’s) “Gone 
with the Wind.” The industry as a 
whole continues in the doldrums and 
apart from MGM it is unlikely that 
any of the producers will do as well 
as they did in 1939, despite the fact 
that that year was the worst since 
1934 as far as earnings are concerned. 

The textile industry shows spas- 
modic signs of betterment and then 
lapses into comparative quietude. 
During the last quarter of 1939 de- 
mand for both cotton and woolen 


goods was strong and mills were op- 
erating at capacity. In the cotton 
goods division, mill margins have 
been declining under the influence of 
rising raw cotton prices and increased 
operating expenses. Woolen goods 
demand has been well supplied and 
silk is still too high priced to com- 
pete with rayon in any but the 
hosiery fields. 

Among the other branches which 
have not been specifically mentioned 
in the foregoing comments are the 
foods, beverages—soft and hard— 
and the building industry. The 
strictly consumer goods industries 
should do fairly well although there 
are no prospects of dynamic changes. 
The liquor industry is currently in 
an unfavorable position due to in- 
creasingly heavy inventories of older 
liquor (see page 36). The building 
trade has so many uncertainties both 
favorable and unfavorable that no 
guess can be hazarded at this time. 
Even the forecasts in earlier para- 
graphs must be held subject to revi- 
sion for it must be remembered that 
we are not only in the midst of the 
first year of a growing foreign war 
but also that this is a presidential 
election year, a time when anything 
can happen—and usually does. 





The Liquor Industry 





(Continued from page 37) 


without the necessity of heavy finan- 
cial resources. In that manner, most 
of the good distillers, despite com- 
paratively small volumes of sales, 
were the source of very satisfactory 
investment return and their shares 
were highly regarded. Today, the 
necessity of large credit resources in 
order to maintain heavy maturing 
inventories, the modern aggressive 
merchandising methods, the need for 
national distribution and above all, 
the need for the producer to absorb 
a substantial portion of the now 
heavy tax burden in his selling price 
in order to maintain sales volume 
all favor the largest companies to 
the detriment of the small units. 

Many of the factors that are un- 
favorable for the small producer 
favor the large distillers. For in- 
stance, while consumption of whis- 
key in 1939 was about 10% greater 
than in the year before, production 
was nearly 10% iower and for the 
first time since repeal, production 


was approximately equal to con- 
sumer demand. The stated policy 
of the larger distillers is now one 
whereby an even balance of matured 
stocks will be maintained with only 
enough new whiskey produced to 
compensate for the year’s consump- 
tion. Naturally, the large distillers 
with their great production capac- 
ity will bend every effort to secure 
as much as possible of all available 
business in order to avoid idle equip- 
ment. Lacking the distributing re- 
sources of their large rivals, it will 
be the small producer that will have 
to make the greatest curtailment. 

While even the largest of the dis- 
tillers will doubtless experience a 
decline in earnings, profit margins 
for those who are well founded in 
matters of manageable inventories 
and distribution facilities will not 
suffer sufficiently to endanger cur- 
rent dividends. However, such dis- 
tributions of dividends will prob- 
ably continue to be relatively mod- 
est. Over the longer term, demon- 
strated earning power and a contin- 
ued dividend payment record may in 
great measure offset the inherent 
hazards of the business. It is there- 
fore likely that at some future date 
the securities of the larger distillers 
will regain some of their former in- 
vestment status, although as a specu- 
lation in an industry lacking dynamic 
growth possibilities it would seem 
that the liquer shares are lacking 
in current appeal. 





Special Situations 





(Continued from page 48) 


to provide additional working capi- 
tal. This preferred stock is convert- 
ible into common at 36 at any time 
and since the common currently sells 
around 29 with the high for the 
year 3214, the conversion is close to 
the market. In addition to the pre- 
ferred shares the capitalization con- 
sisits solely of 399,400 shares of com- 
mon stock on which dividends last 
year totaled $1 per share. 

The company has recently 
changed its production methods to 
achieve a high level of efficiency, and 
this together with the constant prog- 
ress in developing improved equip- 
ment should assure Fruehauf its 
leadership in the industry. Since the 
industry itself is rapidly expanding, 
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the company’s shares appear to offer 
excellent possibilities for both gains 


in income and capital over an ex- | 
tended period. Competition is not | 


serious at the present time and is not 
likely to threaten the company’s po- 
sition in the near future, although it 
would be a logical development in so 
profitable a business. In the mean- 


time the company’s sales for the first | 


quarter have been at record highs 
despite the fact that this period is 
normally a relatively poor one with 
sales accounting for approximately 
16% of the total for any given year. 
With seasonal gains ahead, opera- 
tions are rapidly moving toward 
capacity levels. 





Which Way for Commodity 
Prices? 





(Continued from page 14) 


a part of the world not cither at 
war or hastily diverting production 
to provide for imminent hostili- 
ties. When close to 90% of the 
earth’s population is thus affected, 
the strain on those who are expected 
to furnish the materials for living 
and fighting is a cumulative matter 
that in time becomes overwhelm- 
ingly important. - 

Despite the fact that a good part 
of the early gains in prices have 
been given up, markets in both do- 
mestic and imported commodities 
are, broadly speaking, under the 
control of war. One is justified in 
the attitude that any large changes 
in the general level of living costs 
or in specific materials will be up- 
ward, while the war _ continues. 
Therefore business will quite prop- 
erly maintain inventories at a some- 
what higher ratio to sales than would 
be expected under normal condi- 
tions. Flurries of buying, particu- 
larly in industrial commodities, must 
be anticipated. Eventually, liquida- 
tion of these protective inventories 
and higher prices will probably be 
necessary, but for the predictable 
present they seem to be almost in- 
evitable. 

Gradually rising prices are a busi- 
ness stimulant at all times. If other 
factors do not nullify their influence, 
improving business acts in turn to 
increase consumer buying power and 
industrial demand for commodities. 


During the first quarter of 1940 the | 
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This announcement appears as a matter of record only and is under no cir- 

cumstances to be construed as an offering of these Bonds for sale or as a 

solicitation of an offer to buy any of such Bonds. The offering is made only 
by the Prospectus. 


NEW _ISSUE 


$36,000,000 


Inland Steel Company 
First Mortgage 3% Bonds, Series F 


To be dated April 1, 1940 To be due April 1, 1961 


Offering price 102% and accrued interest 


Copies of the Prospectus may be obtained in any State from 
only such dealers participating in this issue as may legally 
offer these Bonds under the securities law of such State. 


Kuhn, Loeb & Co. 


New York, April 10, 1940, 
































This advertisement appears as a matter of record only and is under no circumstances to be 
construed as an offering of these securities for sale, or as a solicitation of an offer to 
buy any of such securities. The offering is made only by the Prospectus. 


Indianapolis Power & Light Company 
714,835 Shares 


Common Stock 
Without Par Value 


Of the above shares, 68,855 represent 
financing by the Company. 


Price $24 per Share 


Copies of the Prospectus may be obtained from such of the several underwriters, including 
the undersigned, as are registered dealers in securities in this State. 


Lehman Brothers Goldman, Sachs & Co. The First Boston Corporation 
Glore, Forgan & Co. Blyth & Co., Inc. Harriman Ripley & Co. 


Stone & Webster and Blodget Hemphill, Noyes & Co. Kidder, Peabody & Co. 
Lazard Freres & Co. Shields & Company White, Weld & Co. 
A.C. Allyn and Company A.G. Becker & Co. Central Republic Company 
Clark, Dodge & Co. Guidi. & Weeks Lee Higginson Corporation 
F. S. Moseley & Co. E. H. Rollins & Sons 
_ April 3, 1940 , Incorporated 
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downtrend in business was a drag on 
all prices. Even with the ground 
lost, however, the trend in commodi- 
ties has not been cancelled. If the 
period of inventory liquidation is 
over, a resumption of the forward 
movement in commodity prices at a 
more gradual pace than that of last 
September seems not at all improb- 
able. It will be selective and halt- 
ing, perhaps, but for that reason 
more enduring than the first rush to 
discount war’s influence. 





New Outlook for National 
Diary 





(Continued from page 45) 


keeping stockholders and the gen- 
eral public abreast of developments 
in research the company publishes 
reports at intervals. Of these Milk 
Magic and Milk’s Chemurgic Fu- 
ture have attracted the greatest at- 
tention. 

Although the sales prices for the 
majority of its products averaged 
slightly below those of the year be- 
fore, the increased volume of busi- 
ness enabled the company to raise 
its net earnings last year from $1.69 
per share to $1.97 per share. And 
advantage was taken of a good year 
to accelerate the paring down of 
obligations that has been going on 
for some time. All current bank 
notes, totaling over $4,464,000 were 
retired, and $1,400,000 in 214% bank 
loans were paid off at maturity. In 
addition, the company prepaid the 
remaining $2,100,000 of 244% bank 
loans that would ordinarily have ma- 
tured during this year and 1941. 
These payments came to a grand 
total of $7,964,125 and left National 
Dairy free and clear of all bank ob- 
ligations and short term liabilities 
other than the normal amount of 
accounts payable. 

The present capital structure con- 
sists of $56,899,000 in 354% deben- 
tures due in 1951, 57,399 shares of 
class A 7% preferred stock, 41,370 
shares of class B 7% preferred stock 
and 6,263,880 shares of common 
stock. The sinking fund on the 
bonds is heavy and calls for the re- 
tirement of $1,876,365 in par value 
of bonds annually, while the dividend 
requirements on the preferred issues 
come to $690,963 annually. After 
satisfying these claims, the company 


last year paid dividends totalling 
$5,004,197 or $0.80 per share on the 
common. National's financial posi- 
tion is excellent, and the rapid re- 
duction in the amount of funded 
debt together with the wiping out 
of bank loans entirely, should clear 
the way for larger disbursements on 
the common shares. There has been 
much talk currently about retiring 
the preferred stock issues, and al- 
though it is unlikely that the com- 
pany would borrow to do so, these 
issues might well be replaced with 
another preferred issue at a much 
lower rate. 

Sales thus far in 1940 tend to 
bear this out with volume running 
ahead of production and earnings 
for the first quarter expected to 
show a gain over the $1,811,000 re- 
ported during the same months of 
last year. Increased consumer in- 
come is a sustaining factor on sales 
in general and is particularly help- 
ful in luxury lines such as ice cream. 
With an alert management adapt- 
ing itself constantly to the changes 
in the industry and aggressively 
pursuing a course of cutting fixed 
charges, the position of the common 
shares appears to be _ improving 
steadily, and the shares are cur- 
rently selling around 18 close to the 
highs for the year thus far. 





U. S. Rubber Holds Its Gains 





(Continued from page 40) 


Export sales of the industry have 
also pointed up despite the reduc- 
tion in the use of private automo- 
biles by the Allies. Heavy truck 
work has stepped up this branch of 
the business and sales in dollar vol- 
ume are holding well. U.S. Rub- 
ber’s 1939 report listed assets in 
foreign countries outside of the 
plantations at $9,900,000 in Canada, 
$2,400,000 in Great Britain and ap- 
proximately $3,000,000 in export 
assets to all other countries of the 
world including neutral nations. A 
combination of favorable and un- 
favorable factors has led the com- 
pany to plan the erection of a plant 
in Buenos Aires, Argentina. Ameri- 
can rubber goods importations are 
heavily taxed by the South Amer- 
ican country, and by building a 
plant this pressure will be escaped. 
Operations will include automobile 


tires and tubes as well as footwear. 
The increased trade of South Amer- 
ica with the United States and the 
improving conditions down there are 
expected to make this a successful 
venture. 

Rubber is big business, and the 
profits of a company hinge on a 
favorable co-ordination of many 
factors. What is more, the shares 
of the rubber companies are not al- 
ways responsive to a good earnings 
report when it is made. Thus, U.S. 
Rubber earned $3.18 per share on 
the common stock last year and is 
continuing to earn at a slightly bet- 
ter pace this year. Nevertheless the 
stock has hung back listlessly while 
the rest of the market advanced and 
is now selling around 36 against a 
high for the year thus far of about 
41. The preferred stock’s action is 
another story. These shares have 
been making new highs regularly, 
currently selling at 117, and they 
would be hard to recognize as the 
stock that sold down to 314 in 1932. 

One other reason for the unre- 
sponsive action of the common 
stock is that the company failed 
to declare a dividend last year, 
although enough was earned to 
do so with ease. But such ac- 
tion would not have been in keep- 
ing with the conservative manage- 
ment that succeeded in saving the 
company against seemingly hopeless 
odds. The du Pont interest is in the 
common shares and when it is felt 
that the time is right for a dividend 
it will be paid. In fact it would not 
be surprising if some disbursement 
were made within the current year 
providing that earnings continue to 
pile up at the present rate and the 
price of crude rubber remains stable. 

In the light of these considera- 
tions the shares of U. S. Rubber 
would appear to hold considerable 
longer term interest at these levels, 
all the more because they have to a 
large extent ignored the general mar- 
ket action. Of course commitments 
are of a speculative nature and must 
be made as such, but there is a 
strong basis for accounting U. S. as 
one of the most outstanding and 
progressive companies in the rubber 
industry. It has come a long way 
in the last decade, and is in a position 
to justify the hard work and money 
that went into it during the most 
difficult period in modern corporate 
history. 
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Motors Hold the Key 





(Continued from page 21) 


rather spectacular failures in the 
past. These have been infrequent, 
though, as is evidenced by the fact 
that the companies which made 
them are still in business. Over the 


long run they have in favor of their 


decisions the weight of their own 
very ponderable influence on busi- 
ness and payrolls and purchasing 
power. When the situation is at all 
balanced, the mere fact that steel, 
glass, rubber, and all the countless 
fabricated articles that go into a car 
are being bought in undiminished 
volume can cause a turn for the 
better. Without predicting that ex- 
actly that will happen here, we can 
at least be sure that the automobile 
production rate will give the answer 
as to whether or not it is happening 
in the weeks just ahead. 





Records for Republic Steel 





(Continued from page 34) 


it would seem that Republic Steel 
is beginning to show the results of the 
planning and integration of the past 
ten years. Operating ratios are de- 
clining gradually and last year’s 
sales to net plant investment ratio 
was equally as good as either of its 
larger competitors. Although the 
percentage of net sales coming down 
to net operating income can stand 
some further improvement, the per- 
centage earned upon invested capi- 
tal was better than average and 
should show continued improvement 
this year. The financial position is 
much stronger and according to the 
management working capital is ade- 
quate for the company’s needs at 
this time. New orders during the 
first quarter were about 50% of ca- 
pacity and below actual production 
which was sustained in good part by 
the accumulation of unfilled orders 
left over from the final quarter of 
last year. As the sixth largest 
maker of tin-plate, the company is 
undoubtedly participating in the sea- 
sonal increase in demand for this 
product and as the leading maker of 
alloy steels it is probably getting its 
full share of the rising demand for 


APRIL 20, 1940 
















































Incorporated 





April 9, 1940 





This advertisement is not, and is under no circumstances to be construed 
as, an offering of these securities for sale, or an offer to buy, or as a solici- 
tation of an offer to buy, any of such securities. The offering is made only 
by the offering prospectus, dated April 8, 1940; the offering prospectus 
does not constitute an offer by any underwriter to sell these securities in 
any state to any person to whom it is unlawful for such underwriter to 
make such offer in such state. 


147,688 Shares 


Safeway Stores, Incorporated 


5% (CUMULATIVE) PREFERRED STOCK 
$100 Par Value Per Share 


PRICE $108 per share 
Plus Accrued Dividends from April 1, 1940 


Copies of the offering prospectus may be obtained from only such of the 

undersigned as may legally offer these securities under applicable securi- 

ties laws. A complete list of the underwriters and the respective amounts 

which they severally have underwritten, subject to the conditions specified 

in the underwriting agreement, are set forth in the offering prospectus. 
Among such underwriters are the following: 


Merrill Lynch, E. A. Pierce & Cassatt 
Blyth & Co., Inc. Harriman Ripley &Co. The First Boston Corporation 



























these types of steel both from do- 
mestic manufacturers and from for- 
eign sources. Automobile makers 
are also active as are the residential 
builders and household accessory 
makers, all of whom are important 
consumers of Republic’s products. 





Answers to Inquiries 





(Continued from page 56) 


duces pictures and operates a chain 
of theatres in Great Britain. 42% 
of the outstanding shares of Na- 
tional Theatres Corp., operating 
some 500 theatres located largely on 
the Pacific Coast, is also owned. The 
fortunes of the concern depend upon 
levels of consumer purchasing as 
well as the ability to produce pic- 
tures that will incur public favor. 
For the three years through 1938 
operations were satisfactory and 
good earnings were reported but be- 
sause of the war in Europe profits 
last year fell sharply to the equal 
of $1.58 per common share from 








3.35 a share realized the year be- 
fore. Finances were satisfactory at 


the 1939 year end. Preceding the 
1,741,991 shares of common stock in 
the capital structure are only 926,- 
214 shares of preferred stock. Rev- 
enues in England are said to have 
returned to about pre-war levels but 
there remains the difficulty of trans- 
ferring funds to this country while 
Sterling at present is well below 
year earlier quotations. However, 
foreign markets are being expanded 
and increased revenues from na- 
tions not at war may help eventually 
to offset lower returns from Eng- 
land. Domestic returns aided by 
better control of costs, are expected 
to increase gradually in line with 
better rates of public purchasing 
power in the nation as a whole. Thus 
the earnings outlook would seem to 
presage some improvement in cur- 
rent results. However, early divi- 
dend resumption is not expected. 
The stock is not overvalued at these 
prices and in view of the somewhat 
improved earnings outlook we are 
advising continued speculative re- 
tention. (Continued on next page) 
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Climax Molybdenum 


Now that peace has been arranged between 
Finland and Russia, are shipments of molyb- 
denum being resumed to the latter country? 
Has the Climax company been selling Ger- 
many, Japan and Italy? Are domestic sales 
substantial? Would like your advice on 120 
shares purchased at 5434. Do you think well 
enough of the stock to counsel averaging at 
present prices?—C. D. M., Boston, Mass. 


Climax Molybdenum Co. is by 
far the world’s leading producer of 
molybdenum, accounting for 70% 
or more of the annual world out- 
put. Reserves are large and at pres- 
ent rates of production, the deposits 
will continue to be worked for 
many years to come. The metal is 
an important alloying agent and 
as such has been consumed in in- 
creasing amounts in recent years. 
Markets are constantly being wid- 
ened which augurs well for the 
future. Currently demand originates 
primarily from the steel and allied 
trades. Aided by the secular growth 
in consumption earnings have made 
new highs in each year since 1932. 
Net income last year was equal to 
$4.09 on each of the 2,520,000 com- 
mon shares outstanding (sole capi- 
talization) at the 1939 year end, as 
against $3.12 a share in 1938. The 
working capital position is exceed- 
ingly strong as was shown by the 
balance sheet of December 31, last, 
when current assets, including cash 
of some $8,600,000, totaled over 
$12,300,000, exceeding current lia- 
bilities by about $9,900,000. Earn- 
ings in the three months ended 
March 31, last, are thought to have 
been moderately above the 50 cents 
a share reported for the correspond- 
ing year earlier interval. Domestic 
business may increase further in 
coming months, but sales in this 
country account for less than 50% 
of the total. Foreign business has 
been affected by the cessation of 
shipments to Japan, Russia and 
Germany under the Government’s 
moral embargo. However, it is 
hoped that increased sales to non- 
embargoed nations will in part offset 
the indicated loss in volume. Cer- 
tain usually well informed sources 
look for a decline in 1940 sales and 
earnings to levels approximating the 
1938 figures. The regular 30-cent 
quarterly dividend supplemented by 
year-end extras should be main- 
tained. At present prices consider- 
able recognition is given to the un- 
certainties involved and in view of 
the favorable operating outlook that 


is apparently in store for the com- 
pany over the longer term, we are 
taking a constructive attitude to- 
ward the shares and advising reten- 
tion on a speculative basis, although 
averaging is not counselled. 


Bristol-Myers Co. 


Thanks to advice received in 1938 from 
your Personal Service Department, I now 
show a nice paper profit on 150 shares of 
Bristol-Myers purchased at 34%%. Do you 
think the time has come to take profits or 
would you counsel holding longer? Is any 
portion of present sales to foreign buyers? 
Have profit margins been affected by higher 
drug material costs?—R. L. J., Brooklyn, 
Nod. 

In addition to Ipana toothpaste 
and Sal Hepatica which rank as the 
leading revenue producers, Bristol- 
Myers Co., a leader in the proprie- 
tary drugs-cosmetics field, also 
manufactures such _ well - known 
items as Vitalis hair tonic, Ingram’s 
shaving cream, Gastrogen tablets, 
Mum and Rubberset brushes. Sales 
are aggressively promoted and dis- 
tribution is worldwide although for- 
eign activities normally account for 
only about 5% of earnings. Profit 
margins are narrow but sales are lit- 
tle affected by changing business 
conditions. Fairly stable operating 
results have been in evidence with 
net income for 1939 having been 
equal to $3.49 per common share up 
moderately from the $3.25 a share 
registered in 1938. Finances have 
remained consistently sound with 
cash or its equivalent of $3,240,617 
exceeding total current liabilities, at 
the 1939 year end, by a comfortable 
margin. Capitalization is simple in 
that the 681,881 common shares out- 
standing enjoy sole claim on assets 
and earnings. Good levels of em- 
ployment throughout the nation 
should result in well maintained de- 
mand for the concern’s products. 
Various raw materials have increased 
in price but with operating costs 
well controlled profit margins are 
said to have been relatively well 
sustained. Accordingly earnings are 
expected to remain fairly stable. The 
regular $2.40 annual dividend is re- 
garded as secure at this time, and 
there is the possibility of extra dis- 
tributions from time to time. The 
shares appear rather limited in their 
speculative appeal, but where one is 
primarily concerned with an even 
flow of income we see no reason 
why present holdings should be 
disturbed. 


Standard Oil of New Jersey 


Does your analysis of Standard Oil of 
N. J. stock indicate some price improvement 
on the strength of higher tanker rates and 
fuel prices? While stock and cash dividend 
policy is gratifying, I am wondering whether 
I should continue to hold 100 shares pur- 
chased at 52. Would you advise me? Would 
also appreciate knowing about new synthetic 
rubber prospects for Standard.—Dr. J. L. J., 
Kansas City, Nebr. 


Standard Oil Co. of New Jersey 
functions solely as a holding com- 
pany. The concern is one of the two 
dominant factors in the world pe- 
troleum industry, sharing its posi- 
tion with the Royal Dutch-Shell 
interests for world leadership in the 
production and distribution of pe- 
troleum and its products. Domes- 
tically, subsidiaries of the company 
stand out in every branch of the 
industry and, in addition, domestic 
operations include numerous related 
activities, although petroleum ope- 
rations account for approximately 
85% of net earnings. Earnings 
for 1939 are not yet available, but 
it is expected that results will be 
something more than $3.50 a share, 
which would compare with earnings 
of $2.86 per share in the preceding 
year. The improvement in fuel oil 
prices and rather sharp advances in 
tanker rates since the beginning of 
the war boosted earnings in the lat- 
ter part of the year more than had 
been loked for in spite of reductions 
in income of European subsidiaries 
and unexpectedly low war require- 
ments of petroleum products. A con- 
tinuation of this situation, together 
with a firmer price structure and 
improving sales domestically, should 
result in further betterment in earn- 
ings during the current year. The 
new method of making synthetic 
rubber, called Buna rubber, is of 
favorable longer term. significance. 
A new plant is to be built at Baton 
Rouge, La., for the manufacture of 
this commodity and one of the 
larger rubber companies has already 
been licensed to produce its own re- 
quirements. Finances of the com- 
pany continue to be characteristic- 
ally strong and it is expected that 
the conservative dividend policy 
witnessed in the past will be con- 
tinued in the future. While the stock 
is not likely to be a dynamic market 
performer, the standing of the com- 
pany in its industry together with 
longer term appreciation possibilities 
warrant continued retention of your 
holdings. 
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